
 

 
 

Office of Single Family Housing  

 

FHA Single Family Housing Policy Handbook  
(HUD Handbook 4000.1) 

Frequently Asked Questions Preview 
Last Updated: June 30, 2015 

Office of Single Family Housing 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing 
Handbook 4000.1 that will become effective on September 14, 2015.  These FAQs are not applicable to the FHA policies currently in 
effect.  ¢ƘŜǎŜ C!vǎ ŀǊŜ ŦƻǊ ƛƴŦƻǊƳŀǘƛƻƴŀƭ ǇǳǊǇƻǎŜǎ ƻƴƭȅ ŀƴŘ Řƻ ƴƻǘ ŜǎǘŀōƭƛǎƘ ƻǊ ƳƻŘƛŦȅ ǘƘŜ ǇƻƭƛŎȅ ŎƻƴǘŀƛƴŜŘ ƛƴ CI!Ωǎ IŀƴŘōƻƻƪǎ ŀƴŘ 

Mortgagee Letters in any way. 
 

Link to the SF Handbook Overview FAQ (Updated 8/26/15) at: http://portal.hud.gov/hudportal/documents/huddoc?id=SFH_HB_4000-

1_FAQS.PDF 

 

http://portal.hud.gov/hudportal/documents/huddoc?id=SFH_HB_4000-1_FAQS.PDF
http://portal.hud.gov/hudportal/documents/huddoc?id=SFH_HB_4000-1_FAQS.PDF
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The following pages contain detailed answers to some of the most common questions the Federal Housing Administration (FHA) has received on policies in the 

published sections of the Single Family Housing Policy Handbook (SF Handbook; HUD Handbook 4000.1) that become effective on or after September 14, 2015. 

This preview is another way FHA is helping the industry prepare for implementation, but as you review the Frequently Asked Questions (FAQs) in this document, 

note: 

Å These FAQs are not FHA policy, and should only be used as a guide for reviewing the policy contained in the SF Handbook. 

Å Mortgagees should not apply the policies in the SF Handbook to their current FHA mortgage business until the September 14, 2015 effective date. All 

existing FHA policy remains effective until the effective date of the SF Handbook. 

Å FHA is previewing these FAQǎ ƴƻǿ ƻƴ ǘƘƛǎ ǇŀƎŜΣ ōǳǘ ǘƘŜȅ ǿƛƭƭ ōŜ ǘǊŀƴǎŦŜǊǊŜŘ ǘƻ ǘƘŜ CI! wŜǎƻǳǊŎŜ /ŜƴǘŜǊΩǎ ƻƴƭƛƴŜ ƪƴƻǿƭŜŘƎŜ ōŀǎŜ ƻƴ {ŜǇǘŜƳōŜǊ мпΣ 

2015. 

Å /ƻƴǘƛƴǳŜ ǘƻ ŀŎŎŜǎǎ ǘƘŜ CI! wŜǎƻǳǊŎŜ /ŜƴǘŜǊΩǎ online knowledge base for answers to questions on FHA policy currently in effect. 

Doing Business with FHA ς Mortgagees                                                                                                                                                                                                         
Row # Added FAQ Answer References 

1.  6/30/15 Are referral fees 
allowed in the 
origination of FHA- 
insured single family 
loans? 
 

The ƭŜƴŘŜǊΣ ƻǊ ŀƴȅ ƻŦ ǘƘŜ ƭŜƴŘŜǊΩǎ ŜƳǇƭƻȅŜŜǎΣ Ƴǳǎǘ ƴƻǘ Ǉŀȅ ƻǊ ǊŜŎŜƛǾŜΣ ƻǊ ǇŜǊƳƛǘ ŀƴȅ ƻǘƘŜǊ ǇŀǊǘȅ ƛƴǾƻƭǾŜŘ ƛƴ ŀƴ CI!-insured 
mortgage transaction to pay or receive, any fee, kickback, compensation or thing of value to any person or entity in 
connection with an FHA-insured mortgage transaction, except for services actually performed and permitted by HUD. 
 
The lender must not pay a referral fee to any person or entity. 
 
The lender is required to comply with all federal, state and local laws, rules, and requirements applicable to the mortgage 
transaction, including the requirements of the Consumer Financial Protection Bureau (CFPB), including those related to the 
Real Estate Settlement Procedure Act (RESPA). 
 
For additional information see Handbook 4000.1 I.A.6.h & II.A.1.a.ii.(B) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 I.A.6.h;  
II.A.1.a.ii.(B) 

2.  6/30/15 Are there any fees a 
lender is not allowed to 
pay? 
 

¢ƘŜ ƭŜƴŘŜǊΣ ƻǊ ŀƴȅ ƻŦ ǘƘŜ ƭŜƴŘŜǊΩǎ ŜƳǇƭƻȅŜŜǎΣ Ƴǳǎǘ ƴƻǘ Ǉŀȅ ƻǊ ǊŜŎŜƛǾŜΣ ƻǊ ǇŜǊƳƛǘ ŀƴȅ ƻǘƘŜǊ ǇŀǊty involved in an FHA-insured 
mortgage transaction to pay or receive, any fee, kickback, compensation or thing of value to any person or entity in 
connection with an FHA-insured mortgage transaction, except for services actually performed and permitted by HUD. 
 
The lender must not pay a referral fee to any person or entity.  
 
The lender is not permitted to: 

¶ advance funds to a real estate agent, real estate broker, mortgage broker, or packager as an advance of anticipated 
commissions on sales to be financed with an FHA-insured mortgage to be provided by the lender; 

¶ make low interest or no interest mortgages to a real estate broker, real estate agent, mortgage broker, packager, 

4000.1  
I.A.6.h. 

http://portal.hud.gov/hudportal/HUD?src=/FHAFAQ
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh


 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing Handbook 4000.1 that will 
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builder or any other party from whom the lender accepts proposals involving FHA-insured mortgages; or 

¶ pay a gratuity or make a gift valued above items that are customarily distributed in the normal course of advertising, 
ǇǳōƭƛŎ ǊŜƭŀǘƛƻƴǎΣ ƻǊ ŀǎ ŀ ƎŜƴŜǊŀƭ ǇǊƻƳƻǘƛƻƴ ŘŜǾƛŎŜΣ ǘƻ ŀƴȅ ǇŜǊǎƻƴ ƻǊ Ŝƴǘƛǘȅ ƛƴǾƻƭǾŜŘ ƛƴ ǘƘŜ ƭŜƴŘŜǊΩǎ CI!-insured 
mortgage transactions. 

 
For additional information see Handbook 4000.1 I.A.6.h at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

3.  6/30/15 What are the FHA 
restrictions for an FHA 
approved lender's legal 
and DBA name? 
 

The lender must use as its institution or doing business as (DBA) name the name shown on its business formation documents 
or for which it has received approval from its state of formation. The lender is prohibited from using any restricted word in, 
or as part of, its institution or DBA name in a manner that would violate the Helping Families Save Their Homes Act of 2009 
(Pub.L. 111ςннύ ƻǊ му ¦Φ{Φ/Φ  тлфΣ ǿƘƛŎƘ ǇƭŀŎŜǎ ǊŜǎǘǊƛŎǘƛƻƴǎ ƻƴ άŦŜŘŜǊŀƭΣέ άƎƻǾŜǊƴƳŜƴǘΣέ ƻǊ άƴŀǘƛƻƴŀƭέ ŀƴŘ ǊŜƭŀǘŜŘ ǿƻǊŘǎΣ 
unless the lender is exempt from these statutory prohibitions. 
 
TƘŜ ƭŜƴŘŜǊΩǎ ƛƴǎǘƛǘǳǘƛƻƴ ƴŀƳŜ ŀƴŘ ŀƭƭ 5.! ƴŀƳŜǎ ǳǎŜŘ ōȅ ŀ ƭŜƴŘŜǊ ŦƻǊ ŎƻƴŘǳŎǘƛƴƎ CI! ōǳǎƛƴŜǎǎ Ƴǳǎǘ ōŜ ǊŜƎƛǎǘŜǊŜŘ ǿƛǘƘ CI!Φ 
The lender must use only those names that are registered with FHA in advertising and promotional materials related to FHA 
programs. 
 
For additional information see Handbook 4000.1 I.A.3.c.ii. at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.ii. 

4.  6/30/15 What is considered an 
advertising "device"? 

An advertising device is a channel or instrument used to solicit, promote, or advertise FHA products or programs. Advertising 
devices are present in the entire range of electronic and print media utilized by lenders, including, but not limited to, 
websites, website addresses, business names, aliases, DBA names, domain names, email addresses, direct mail 
advertisements, solicitations, promotional materials and correspondence. 
 
For additional information see Handbook 4000.1 I.A.6.n.i.(B) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.6.n.i.(B) 

5.  6/30/15 Can a Sponsored Third 
Party Originator use the 
FHA-Approved Lending 
Institution logo? 
 

Mortgagees must not permit its sponsored third party originators (TPOs) to use the official FHA-Approved Lending 
Institution logo on any advertising device; unless the sponsored TPO is also an FHA-approved mortgagee. 
 
!ŘǾŜǊǘƛǎƛƴƎ ŘŜǾƛŎŜǎ ǳǎŜŘ ōȅ ǎǇƻƴǎƻǊŜŘ ¢thǎ Ƴǳǎǘ ǊŜŦƭŜŎǘ ǘƘŜ ǎǇƻƴǎƻǊŜŘ ¢thΩǎ ƴŀƳŜΣ ƭƻŎŀǘƛƻƴΣ and appropriate contact 
information. 
 
Sponsored TPOs are prohibited from engaging in any activity or authoring or distributing any advertising device that falsely 
ŀŘǾŜǊǘƛǎŜǎΣ ǊŜǇǊŜǎŜƴǘǎΣ ƻǊ ƻǘƘŜǊǿƛǎŜ ŎƻƴǾŜȅǎ ǘƘŜ ƛƳǇǊŜǎǎƛƻƴ ǘƘŀǘ ǘƘŜ ǎǇƻƴǎƻǊŜŘ ¢thΩǎ ōǳǎƛƴŜǎs operations, products, or 
services either originate from or are expressly endorsed by HUD, FHA, the government of the United States, or any federal, 
state or local government agency. For additional information see Handbook 4000.1 I.A.6.n.ii.(B)(2) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1  
I.A.6.n.ii.(B)(2) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh


 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing Handbook 4000.1 that will 
become effective on September 14, 2015.  These FAQs are not applicable to the FHA policies currently in effect.  These FAQs are for informational purposes 

only and do not establish or moŘƛŦȅ ǘƘŜ ǇƻƭƛŎȅ ŎƻƴǘŀƛƴŜŘ ƛƴ CI!Ωǎ IŀƴŘōƻƻƪǎ ŀƴŘ aƻǊǘƎŀƎŜŜ [ŜǘǘŜǊǎ ƛƴ ŀƴȅ ǿŀȅΦ 
 

 

FHA Single Family Housing Policy Handbook (HUD Handbook 4000.1) Frequently Asked Questions Preview 

4 

Doing Business with FHA ς Mortgagees                                                                                                                                                                                                         
Row # Added FAQ Answer References 

6.  6/30/15 How long must lenders 
retain records of FHA 
advertising, 
promotional, or 
educational materials? 
 

The lender must retain copies of any advertising device it produces that is related to FHA programs for a period of two years 
from the date that the advertising device is circulated or used for advertisement, educational, or promotional purposes. 
Copies of advertising devices related to FHA programs may be kept in either electronic or print format and are to be 
provided to HUD upon request. 
 
For additional information see Handbook 4000.1 I.A.7.n.iii. at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1  
I.A.7.n.iii. 

7.  6/30/15 Can I work for a lender 
as a loan officer and as 
a realtor for another 
company at the same 
time? 

The lender must require its employees to be its employees exclusively, unless the lender has determined that the 
ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ ƻǳǘǎƛŘŜ ŜƳǇƭƻȅƳŜƴǘΣ ƛƴŎƭǳŘƛƴƎ ŀƴȅ ǎŜƭŦ-employment, does not create a prohibited conflict of interest as 
described below. 
 
Employees are prohibited from having multiple roles in a single FHA-insured transaction. Employees are prohibited from 
having multiple sources of compensation, either directly or indirectly, from a single FHA-insured transaction. 
 
For additional information see Handbook 4000.1: I.A.3.c.iv.(B)(3)(b)(iv) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iv.(B)(3)(b)(iv) 

8.  6/30/15 What are the employee 
requirements of an FHA 
approved lender? 
 

Eligibility of Employees 
The lender must not employ any individual who will participate in FHA transactions if the individual is suspended, debarred, 
under a Limited Denial of Participation (LDP), or otherwise excluded from participation in FHA programs. 
 
Compensation 
The lender must compensate employees on one of the following bases: 

¶ a salary; 

¶ a salary plus commission; or 

¶ a commission only. 
 

The lender may pay bonuses with any of these three compensation plans. 
Employees who perform underwriting, Quality Control (QC), or mortgage servicing activities must not be compensated on a 
commission basis. The lender must report all employee compensation on IRS Form W-2. 
 
SAFE Act Compliance 
The lender and its employees must comply with the requirements of the Secure and Fair Enforcement for Mortgage 
Licensing Act of 2008 (SAFE Act), including the licensing and registration of its employees in the NMLS. 
 
Dual Employment 
The lender must require its employees to be its employees exclusively, unless determined that the ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ ƻǳǘǎƛŘŜ 
employment, including any self-employment, does not create a prohibited conflict of interest. 
 

4000.1 
I.A.3.c.iv.(B)(3)(b) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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Conflicts of Interest 
Employees are prohibited from having multiple roles in a single FHA-insured transaction and are prohibited from having 
multiple sources of compensation, either directly or indirectly, from a single FHA- insured transaction. 
 
Underwriters 
The lender must ensure that its underwriters are not managed by and do not report to any individual who performs 
mortgage origination activities. 
Underwriters must: 

¶ meet basic eligibility requirements; and 

¶ perform the underwriting function in a manner consistent with FHA guidelines. 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(3)(b) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

9.  6/30/15 What happens if a real 
estate agent originates 
an FHA loan? 
 

The lender is responsible for the actions of its staff that participate in FHA transactions. 
 
FHA may refer any finding for administrative or other enforcement action in its discretion. Referrals may be made to any 
appropriate body, including but not limited to: 

¶ I¦5Ωǎ aƻǊǘƎŀƎŜŜ wŜǾƛŜǿ .ƻŀǊŘΤ 

¶ State licensing agencies (e.g., Secretary of State, Real Estate Commissioner);  

¶ the Consumer Financial Protection Bureau (CFPB); and/or  

¶ Department of Banking, etc. 
 
¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǊŜǉǳƛǊŜ ƛǘǎ ŜƳǇƭƻȅŜŜǎ ǘƻ ōŜ ƛǘǎ ŜƳǇƭƻȅŜŜǎ ŜȄŎƭǳǎƛǾŜƭȅΣ ǳƴƭŜǎǎ ǘƘŜȅ ŘŜǘŜǊƳƛƴŜ ǘƘŀǘ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ 
outside employment, including any self-employment, does not create a prohibited conflict of interest. 
 
The lender may not permit an employee to have multiple roles in a single FHA-insured transaction. Employees are prohibited 
from having multiple sources of compensation, either directly or indirectly, from a single FHA-insured transaction. For 
additional information see Handbook 4000.1 I.A.3.c.iv.(B)(3)(b)(iv)-(v); I.A.6.f; I.A.6.i; V.E.1 at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iv.(B)(3)(b)(iv)-
(v); 
I.A.6.f; 
I.A.6.i; 
V.E.1 

10.  6/30/15 Does FHA treat holding 
a professional license in 
real estate as dual 
employment? 

 

No, FHA does not prohibit anyone from holding a vocational or professional license.  The lender must require its employees 
ǘƻ ōŜ ƛǘǎ ŜƳǇƭƻȅŜŜǎ ŜȄŎƭǳǎƛǾŜƭȅΣ ǳƴƭŜǎǎ ǘƘŜ ƳƻǊǘƎŀƎŜŜ Ƙŀǎ ŘŜǘŜǊƳƛƴŜŘ ǘƘŀǘ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ ƻǳǘǎƛŘŜ ŜƳǇƭƻȅƳŜƴǘΣ 
including any self-employment, does not create a prohibited conflict of interest. 
The mortgagee may not permit an employee to have multiple roles in a single FHA-insured transaction. Employees are 
prohibited from having multiple sources of compensation, either directly or indirectly, from a single FHA-insured transaction. 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(3)(b)(iv)-(v) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iv.(B)(3)(b)(iv)-
(v) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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11.  6/30/15 Can a loan originator 
with a real estate 
license represent the 
buyer in a purchase 
transaction? 

 

The lender must require its employees to be its employees exclusively, ǳƴƭŜǎǎ ƛǘ ŘŜǘŜǊƳƛƴŜǎ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ outside 
employment, including any self-employment, does not create a prohibited conflict of interest. 
 
¢ƘŜ ƭŜƴŘŜǊΩǎ ŜƳǇƭƻȅŜŜǎ ŀǊŜ ǇǊƻƘƛōƛǘŜŘ ŦǊƻƳ ƘŀǾƛƴƎ ƳǳƭǘƛǇƭŜ ǊƻƭŜǎ ƻǊ ƳǳƭǘƛǇƭŜ ǎƻǳǊŎŜǎ ƻŦ ŎƻƳǇŜƴǎŀǘƛƻƴΣ ŜƛǘƘŜǊ ŘƛǊŜŎǘƭȅ ƻǊ 
indirectly, from a single FHA-insured transaction. 
 
The lender must require its employees to be its employees exclusively, unless the lender has determined that the 
ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ ƻǳǘǎƛŘŜ ŜƳǇƭƻȅƳŜƴǘΣ ƛƴŎƭǳŘƛƴƎ ŀƴȅ ǎŜƭŦ-employment, does not create a prohibited conflict of interest. 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(3)(b)(iv)-(v) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iv.(B)(3)(b)(iv)-
(v) 

12.  6/30/15 Can any FHA lender 
originate, underwrite, 
or service Title II FHA 
Loans, including HECM 
and 203k? 

A Title II Mortgagee may be approved to originate, underwrite, close, endorse, service, purchase, hold, or sell FHA Single 
Family insured Mortgages or multifamily Mortgages. 
 
The requirements outlined in Handbook 4000.1, Section I.A apply to both Single Family (one-to four-units) and Multifamily 
lenders. If there are any exceptions or program-specific requirements that differ from those provided in this section of the 
Handbook, the exceptions or alternative program requirements are explicitly stated or hyperlinked to the appropriate 
guidance. 
 
Handbook 4000.1 I.A is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
I.A 

13.  6/30/15 Can I work for more 
than one lender as a 
loan originator? 
 

For FHA approved lenders who work on FHA loans the lender must require its employees to be its employees exclusively, 
ǳƴƭŜǎǎ ǘƘŜ ƭŜƴŘŜǊ Ƙŀǎ ŘŜǘŜǊƳƛƴŜŘ ǘƘŀǘ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ƻǘƘŜǊ ƻǳǘǎƛŘŜ ŜƳǇƭƻȅƳŜƴǘΣ ƛƴŎƭǳŘƛƴƎ ŀƴȅ ǎŜƭŦ-employment, does not 
create a prohibited conflict of interest. 
 
Employees are prohibited from having multiple roles in a single FHA-insured transaction. Employees are prohibited from 
having multiple sources of compensation, either directly or indirectly, from a single FHA-insured transaction. 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(3)(b)(iv)-(v) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
I.A.3.c.iv.(B)(3)(b)(iv)-
(v) 

14.  6/30/15 What are the FHA 
requirements for a 
lender's branch office 
facilities and staffing? 
 

The lender must ensure each registered branch office has at least one fulltime employee. A shared receptionist or contractor 
may not be relied upon to satisfy the full-time employee requirement.  
 
The lender must also have a branch and/or regional manager to oversee each of its branch offices. 
 
A fair housing poster must be displayed in branch offices that deal with borrowers and the general public. For additional 
information see Handbook 4000.1 I.A.3.c.iii.(B)(2) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iii.(B)(2) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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15.  6/30/15 What functions can an 
FHA approved lender 
contract out? 
 

Provided the lender ensures that the contracting out of certain functions does not and will not materially affect underwriting 
or servicing decisions or otherwise increase financial risk to FHA, the lender may use contract support for administrative and 
clerical functions that include: 

¶ clerical assistance; 

¶ mortgage processing (typing of mortgage documents, mailing and collecting verification forms, ordering credit reports, 
and/or preparing for endorsement and shipping mortgages to the purchasing mortgagee); 

¶ ministerial tasks in mortgage servicing (processing of a foreclosure action, preservation and protection, and/or tax 
services); 

¶ legal functions; and 

¶ quality control (must have a valid contractual agreement in place that specifies the roles and responsibilities of each 
party). 

The lender must not: 

¶ contract out any of the above functions to sponsored third party originators (TPO), real estate brokers, or other similar 
entities. 

¶ contract with any Entity or person that is suspended, debarred, under a Limited Denial of Participation (LDP), or who is 
otherwise excluded from participation in FHA transactions. 

¶ contract out management or underwriter functions. 
 
The lender remains responsible for the quality of its FHA-insured Mortgages and must ensure that its contractors fully 
comply with all applicable laws and FHA requirements. 
 
The lender may own or have an ownership interest in a separate business entity that offers such contract services. 
 
For additional information see Handbook 4000.1 I.A.6.j at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.6.j 

16.  6/30/15 Are FHA approved 
lenders required to 
report all income of its 
employees on a W-2 to 
the IRS?   
 

The lender must compensate employees on one of the following bases: 
 a salary; 
 a salary plus commission; or 
 a commission only. 

The lender may pay bonuses with any of these three compensation plans; however, all employee compensation must be 
reported on IRS Form W-2.  
For additional information see Handbook 4000.1:I.A.3.c.iv.(B)(3)(b)(ii) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 
 

4000.1 
I.A.3.c.iv.(B)(3)(b)(ii) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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17.  6/30/15 What are the FHA 
requirements for a 
lender's home office 
facilities and staffing? 
 

! ƭŜƴŘŜǊ Ƴǳǎǘ ŘŜǎƛƎƴŀǘŜ ŀ ƘŜŀŘǉǳŀǊǘŜǊǎ ƻǊ άƘƻƳŜ ƻŦŦƛŎŜέ ŦƻǊ ƛǘǎ CI! ōǳǎƛƴŜǎǎΦ ¢ƘŜ ƘƻƳŜ ƻŦŦƛŎŜ ŘƻŜǎ ƴƻǘ ƘŀǾŜ ǘƻ ōŜ ǘƘŜ 
ƭŜƴŘŜǊΩǎ ŎƻǊǇƻǊŀǘŜ ƻŦŦƛŎŜΦ 
 
The home office must have a staff of at least two full-time employees. The lender may not rely on a shared receptionist to 
satisfy the full-time employee requirement. 
 
! ƭŜƴŘŜǊΩǎ ƘƻƳŜ ƻŦŦƛŎŜ ŦŀŎƛƭƛǘȅ ƳǳǎǘΥ 

¶ be located in a commercial space that is separate from any other entity (except for reception-type entrances or lobbies); 

¶ be clearly identified, including having a permanently affixed business sign and other means of identification commonly 
used by businesses, so that the general public and other businesses will know, at all times, exactly which entity is being 
represented and is conducting business; and 

¶ display a fair housing poster if the lender deals with borrowers and the general public. 

FHA will verify compliance with the office facilities requirements through any onsite visits. 
 
For additional information see Handbook 4000.1 I.A.3.c.iii.(B)(1) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
I.A.3.c.iii.(B)(1) 

18.  6/30/15 Can FHA Approved 
Lenders use non-
employees as Loan 
Officers? 
 

No. The lender may use contract support for administrative and clerical functions that include: 

¶ clerical assistance; 

¶ mortgage processing (typing of mortgage documents, mailing and collecting verification forms, ordering credit reports, 
and/or preparing for endorsement and shipping Mortgages to the Purchasing Mortgagee); 

¶ ministerial tasks in mortgage servicing (processing of a foreclosure action, preservation and protection, and/or tax 
services); 

¶ legal functions; and 

¶ quality control. 

Handbook 4000.1 I.A.6.j is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.6.j 

19.  6/30/15 Can an FHA approved 
lender pay a fee to a 
non-FHA approved 
lender for the referral 
of a borrower? 

¢ƘŜ ƭŜƴŘŜǊΣ ƻǊ ŀƴȅ ƻŦ ǘƘŜ ƭŜƴŘŜǊΩǎ ŜƳǇƭƻȅŜŜǎΣ Ƴǳǎǘ ƴƻǘ Ǉŀȅ ƻǊ ǊŜŎŜƛǾŜΣ ƻǊ ǇŜǊƳƛǘ ŀƴȅ ƻǘƘŜǊ ǇŀǊǘȅ ƛƴǾƻƭǾŜŘ ƛƴ ŀƴ CI!-insured 
mortgage transaction to pay or receive, any fee, kickback, compensation or thing of value to any person or entity in 
connection with an FHA-insured mortgage transaction, except for services actually performed and permitted by HUD. The 
lender must not pay a referral fee to any person or entity. 
 
Handbook 4000.1 I.A.6.h is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 
 

4000.1 
I.A.6.h 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/library
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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20.  6/30/15 Can an FHA approved 
lender share corporate 
officers with other 
companies? 
 

The lender must ensure its corporate officers only represent a single lender, unless the following criteria are met: 

¶ the entities represented have some or all of the same Corporate Officers or Principal Owners; 

¶ there is a clear and effective separation of the entities, and Borrowers know at all times exactly which Entity is being 
represented and with whom they are conducting business; and 

¶ there is a duly appointed or elected senior officer designated as the officer in charge, who only conducts business of the 
lender during normal business hours. 

Handbook 4000.1 I.A.3.c.i.v (B)(1)(b) is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iv.(B)(1)(b) 

21.  6/30/15 Can an FHA lender 
acting as a sponsored 
TPO close the loan and 
have the MIC issued in 
its name? 

The lender may permit its sponsored third party originator (TPO) to purchase or hold FHA-insured mortgages and close 
mortgages in their own name, if the TPO is also an FHA-approved lender. 
 
Handbook 4000.1 I.A.5.a.v is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.5.a.v 

22.  6/30/15 Does an FHA approved 
lender need to display a 
Fair Housing poster in 
its offices? 
 

A lender must display a fair housing poster in the home and branch offices that deal with borrowers and the general public. 
 
¢ƘŜ fair housing poster must be prominently displayed ŀǘ ŜŀŎƘ ƻŦŦƛŎŜ ǘƘŀǘ ǇŀǊǘƛŎƛǇŀǘŜǎ ƛƴ ŀŎǘƛǾƛǘƛŜǎ ǊŜƭŀǘŜŘ ǘƻ ǊŜǎƛŘŜƴǘƛŀƭ ǊŜŀƭ 
ŜǎǘŀǘŜ-ǊŜƭŀǘŜŘ ǘǊŀƴǎŀŎǘƛƻƴǎ ǎƻ ŀǎ ǘƻ ōŜ ǊŜŀŘƛƭȅ ŀǇǇŀǊŜƴǘ ǘƻ ŀƭƭ ǇŜǊǎƻƴǎ ǎŜŜƪƛƴƎ ǊŜǎƛŘŜƴǘƛŀƭ ǊŜŀƭ ŜǎǘŀǘŜ ƻǊ ōǊƻƪŜǊŀƎŜ ǎŜǊǾƛŎŜǎΦ 
 
CŀƛǊ IƻǳǎƛƴƎ tƻǎǘŜǊǎ Ŏŀƴ ōŜ ƻǊŘŜǊŜŘ ōȅ ŎŀƭƭƛƴƎ ǘƘŜ I¦5Ωǎ /ǳǎǘƻƳŜǊ {ŜǊǾƛŎe Center at (800) 767-7468.    
 
The posters can also be downloaded from HUDCLIPS.  The English version is form HUD-928.1 and the Spanish version is form 
HUD-928.1A.    HUDCLIPS is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips.    
 
The Equal Housing Opportunity logo can be downloaded at:   
http://portal.hud.gov/hudportal/HUD?src=/library/bookshelf11/hudgraphics/fheologo.  
 
For additional information see Handbook 40001 I.A.3.c.iii.(B)(1)-(2) &  I.A.6.m at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

40001 
I.A.3.c.iii.(B)(1)-(2); 
I.A.6.m 

23.  6/30/15 What is the definition 
of a "Principal Owner"? 
 

A Principal Owner is any individual or entity meeting the following thresholds or roles for the applicable business form: 

¶ Publicly Traded Corporation ς 10% or more ownership 

¶ Private or Closed Corporation ς 25% or more ownership 

¶ Limited Liability Company ς All Members 

¶ Partnerships ς All Partners 
For additional information see Handbook 4000.1 I.A.3.c.iv.(A)(1) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 I.A.3.c.iv.(A)(1) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/library
http://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/library
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips
http://portal.hud.gov/hudportal/HUD?src=/library/bookshelf11/hudgraphics/fheologo
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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24.  6/30/15 Are FHA-approved 
mortgagees required to 
complete the 
Administrative Contact 
Information in LEAP? 
 

Yes. These fields ensure that official notices are received by the appropriate party. All HUD administrative notices from the 
HOC Quality Assurance and Processing and Underwriting Divisions, Office of Lender Activities and Program Compliance, 
Mortgagee Review Board (MRB), Office of General Counsel, and OIG will be sent to the administrative contact. These notices 
may pertain to post endorsement file reviews, lender monitoring activities, requests for indemnification, or additional 
administrative activities.   
 
¢ƘŜ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎƻƴǘŀŎǘ ƛǎ ǘƘŜ Ǉƻƛƴǘ ƻŦ ŎƻƴǘŀŎǘ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŀŘŘǊŜǎǎΣ ŀƴŘ ƛǎ ǘƘŜ ǇǊƛƳŀǊȅ 
contact for all interaction between the mortgagee and FHA. 
 
The Administrative Contact Information fields include Name (First/MI/Last), Phone Number, Fax Number, Email Address and 
Secondary Email Address.  The e-mail addresses associated with the Administrative Contact will receive all correspondence 
from LEAP. Mortgagees may choose to enter a shared email address in these fields.  
 
The Administrative Address cannot be a P.O. Box, but must be an actual physical address where an individual can sign for 
delivery confirmation.  If a mortgagee has multiple addresses, the Administrative Address field should be populated with the 
address to which correspondence should be sent.    
 
The LEAP User Manual is located at http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.6.b.ii. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.6.b.ii. 
 
LEAP User Manual 
 
FHA INFO 12-98 

25.  6/30/15 If a lender has multiple 
addresses, which 
should go in the 
Administrative Address 
field? 

The Administrative Address is the street address to which HUD administrative notices from the HOC Quality Assurance and 
Processing and Underwriting Divisions, Office of Lender Activities and Program Compliance, Mortgagee Review Board (MRB), 
Office of General Counsel, and Office of Inspector General (OIG) are sent, including requests and/or demands for 
indemnification. 
 
For additional information see Handbook 4000.1 I.A.6.b.i. at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.6.b.i. 

26.  6/30/15 What are the eligibility 
requirements for 
Lender Insurance 
Authority? 
 

To obtain Lender Insurance (LI) authority the lender must: 

¶ be an FHA-approved lender with Unconditional Direct Endorsement (DE) authority; and 

¶ have an LI Compare Ratio that is at or below 150 percent. 
 
The LI Compare Ratio is the percentage of mortgages underwritten by the lender that are in claim or default status 
compared with the percentage of mortgages in claim or default status for all lenders operating in the same state(s) with an 
amortization commencement date within the preceding 24 months. 
 
If the lender lacks an LI compare ratio, an exception may be made for new lenders created by merger, acquisition, or 

4000.1 
I.A.5.b. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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reorganization resulting in a new FHA lender ID number.  See Handbook 4000.1 I.A.5.b.ii.(A)(1) for the eligibility criteria. 
 
The Lender Insurance Program web page is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

27.  6/30/15 Can a new lender 
without a two year 
claim & default history 
qualify for Lender 
Insurance authority? 

New lenders seeking Lender Insurance (LI) authority may not be approved until the two year claim and default record has 
been established. 
 
An exception may be made if a lender lacks an LI Compare Ratio because it was recently created by a merger, acquisition, or 
reorganization that resulted in the issuance of a new FHA Lender ID.  See Handbook 4000.1 I.A.5.b.ii.(A)(1) for the exception 
criteria. 
 
For more information, visit the Lender Insurance Program web page at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendins.  
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.5.b 
 

28.  6/30/15 Can new lenders 
created through 
merger, acquisition or 
reorganization apply for 
LI authority in FHAC? 
 

No. Lenders created through mergers, acquisitions, or reorganizations that are issued a new FHA Lender ID must apply for 
Lender Insurance (LI) authority through the Lender Electronic Assessment Portal (LEAP). The  application must contain: 

¶ ŀ ŎƻǇȅ ƻŦ ǘƘŜ ά!ŎƪƴƻǿƭŜŘƎƳŜƴǘ ƻŦ ¢ŜǊƳǎ ŀƴŘ /ƻƴŘƛǘƛƻƴǎ ŦƻǊ [Lέ ǎŎǊŜŜƴ in FHA Connection (FHAC), printed and signed by 
a Corporate Officer; 

¶  the name and contact information of the LI contact person and, at the discretion of the lender, the name and contact 
information for the back-up LI contact person; 

¶  the name and FHA Lender ID of the new lender; 

¶  the names and FHA Lender IDs of the lenders participating in the merger, acquisition, or reorganization; and 

¶ information identifying the management and staff experienced with LI processing employed by the new lender or 
transferring from a lender that previously held LI approval, and describing how the management and staff will continue 
to exercise LI responsibilities for the new lender. 

 
The Lender Insurance Program web page is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendins.    
 
The LEAP User Manual is located at:  www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals 
section. 
 
Handbook 4000.1 I.A.5.b. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 I.A.5.b. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendins
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendins
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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29.  6/30/15 Can a new lender 
created through 
merger, acquisition or 
reorganization qualify 
for LI authority? 
 

Lenders that lack a 150 percent compare ratio, may be eligible for Lender Insurance (LI) approval if it was recently created by 
a merger, acquisition, or reorganization that resulted in the issuance of a new FHA Lender ID.  It must: 

¶ have Unconditional Direct Endorsement (DE) authority; 

¶ have had one or more lenders with LI authority at the time of the merger, acquisition, or reorganization, participate in 
the merger, acquisition, or reorganization; 

¶ have had an acceptable LI Compare Ratio for all lenders with LI authority participating in the merger, acquisition, or 
reorganization, at the time of the merger, acquisition, or reorganization; 

¶  have an LI Compare Ratio that is derived from aggregating the claims and defaults of all formerly FHA-approved lenders 
participating in the merger, acquisition, or reorganization that is not more than 150 percent; and 

¶ ensure that the management and staff who were involved with LI processing for the FHA-approved lender prior to the 
merger, acquisition, or reorganization will continue to exercise those responsibilities for the new lender. 

 
For additional information see the Lender Insurance Program web page at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendins.    
 
Handbook 4000.1 I.A.5.b. is available at 
http://portal. hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 I.A.5.b. 

30.  6/30/15 How does a lender 
obtain Unconditional 
Direct Endorsement 
approval? 
 

After a mortgagee is approved, they can apply for additional supplemental ŀǳǘƘƻǊƛǘƛŜǎΦ CI!Ωǎ 5ƛǊŜŎǘ 9ƴŘƻǊǎŜƳŜƴǘ ό59ύ 
ǇǊƻƎǊŀƳ ǇŜǊƳƛǘǎ ŀ ƳƻǊǘƎŀƎŜŜ ǘƻ ǳƴŘŜǊǿǊƛǘŜ ¢ƛǘƭŜ LL {ƛƴƎƭŜ CŀƳƛƭȅ aƻǊǘƎŀƎŜǎ ǿƛǘƘƻǳǘ CI!Ωǎ ǇǊƛƻǊ ǊŜǾƛŜǿ ŀƴŘ ǎǳōƳƛǘ ǘƘŜƳ 
directly for FHA insurance endorsement. 
 
The mortgagee must submit a written application for Unconditional DE authority to the Jurisdictional Homeownership 
/ŜƴǘŜǊ όIh/ύ ŦƻǊ ǘƘŜ ǎǘŀǘŜ ǿƘŜǊŜ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ ƘƻƳŜ ƻŦŦƛŎŜ ƛǎ ƭƻŎŀǘŜŘΦ 
 
¢ƘŜ aƻǊǘƎŀƎŜŜΩǎ 59 ŀǇǇƭƛŎŀǘƛƻƴ Ƴǳǎǘ Ŏƻƴǘŀƛƴ ŀ ƭŜǘǘŜǊ ǎƛƎƴŜŘ ōȅ ŀ ŎƻǊǇƻǊŀǘŜ ƻŦŦƛŎŜǊ ǊŜǉǳŜǎǘƛƴƎ ŜƴǘǊȅ ƛƴǘƻ ǘƘŜ ǘŜǎǘ ŎŀǎŜ phase 
that contains the home office 10-ŘƛƎƛǘ CI! [ŜƴŘŜǊ L5 ŀƴŘ ŀƭƭ ǳƴŘŜǊǿǊƛǘŜǊǎΩ ƴŀƳŜǎ ŀƴŘ ŦƻǳǊ-character FHA-assigned 
identification numbers. 
 
If the mortgagee meets the requirements for conditional authority and submits the required documentation, they will 
receive a test case phase approval letter as well as reference materials and a list of the specific requirements that must be 
met to obtain unconditional DE authority.  The mortgagee must participate in an in-person or telephone entrance 
conference with the HOC before it will be eligible to submit test cases. 
 
During the test case phase, test cases must be submitted to FHA for review. The mortgagee must receive a minimum of 15 
Firm Commitments for forward mortgage authority or 5 Firm Commitments for Home Equity Conversion Mortgage (HECM) 
authority within a period of 12 consecutive months following the date of the entrance conference. 
 
After the mortgagee successfully completes the required test cases, FHA will grant the approval for unconditional DE 

4000.1 
I.A.5.a 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendins
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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authority. The mortgagee will receive an approval letter and may begin submitting mortgages to FHA for endorsement 
without prior review by FHA.  
 
To locate the jurisdictional HOC, select the state the corporate office is in from the FHA Homeownership Centers web page 
at http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/sfhhocs.  
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

31.  6/30/15 Are there additional 
test case requirements 
to be granted 
Unconditional DE 
authority for HECM 
loans? 
 

The mortgagee must obtain separate Direct Endorsement (DE) approval for forward mortgage and Home Equity Conversion 
Mortgage (HECM) programs. 
 
The mortgagee must receive a minimum of 5 Firm Commitments for HECM mortgage authority within a period of 12 
consecutive months following the date of the entrance conference in order to be granted Unconditional DE authority. 
After the mortgagee successfully completes the required test cases, FHA will grant the mortgagee approval for 
Unconditional DE authority. 
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 
I.A.5.a 

32.  6/30/15 How does the lender 
submit test cases for 
FHA review?  
 

The lender must submit test cases to FHA for review during the test case phase. FHA will review these cases for compliance 
ǿƛǘƘ CI!Ωǎ origination and underwriting requirements. The lender must submit all test case files to the Jurisdictional 
Homeownership Center (HOC) associated with their home office. 
 
Pre-closing Submission 
If the lender submitted the case binder before closing, the HOC will either issue a Firm Commitment (approval) or Firm 
Reject (denial). The lender may close and submit for insurance endorsement any mortgage that has received a Firm 
Commitment. 
 
Post-closing Submission 
If the lender first submitted the case binder to FHA after closing, the HOC will perform a test case review for compliance 
with FHA underwriting guidelines. The HOC will either insure the mortgage, or reject the mortgage and return it to the 
lender for correction. The lender must make any necessary corrections and provide any required documents to the HOC 
before the loan can be insured. 
 
To locate the jurisdictional HOC, select the state the corporate office is in from the FHA Homeownership Centers web page 
at http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/sfhhocs.  
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 I.A.5.a.iii 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/sfhhocs
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/sfhhocs
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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33.  6/30/15 What are the eligibility 
requirements for 
ǇŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ CI!Ωǎ 
Direct Endorsement 
Program? 
 

A ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ƳŜŜǘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎ ƛƴ ƻǊŘŜǊ ǘƻ ŀǇǇƭȅ ŦƻǊ ŀƴŘ ǇŀǊǘƛŎƛǇŀǘŜ ƛƴ CI!Ωǎ 5ƛǊŜŎǘ 9ƴŘƻǊǎŜƳŜƴǘ ό59ύ 
Program. 
 
A mortgagee must have FHA approval as a Title II Supervised, Nonsupervised, or Government Mortgagee to be eligible to 
participate in the DE Program. Mortgagees approved as Investing Mortgagees are not eligible to participate. 
 
The mortgagee must have: 

¶ an underwriter on its permanent staff; and 

¶ at least five years of experience in the origination of single family mortgages or a principal/corporate officer with at least 
five years of managerial experience in the origination of single family mortgages.  

 
Unconditional DE authority may be granted without the need for the test case phase following a merger, acquisition, or 
reorganization, so long as the criteria in Handbook 4000.1 I.A.5.a.ii.(B) are met. 
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 
1.A.5.a.ii 

34.  6/30/15 Is the Test Case phase 
required for DE 
Approval following a 
merger, acquisition, or 
reorganization? 

Unconditional Direct Endorsement (DE) authority may be granted, without the need for the test case phase, to the following 
categories of mortgagees created by merger, acquisition, or reorganization: 

¶ surviving FHA-approved mortgagees; or 

¶ new mortgagees resulting in new FHA lender IDs. 
 
The following criteria must be met: 

¶ Either or both institutions were unconditionally DE-approved prior to the merger, acquisition, or reorganization. 

¶ If both institutions are unconditionally DE-approved, then the management and staff of at least one of the mortgagees 
ƛƴǾƻƭǾŜŘ ǿƛǘƘ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ¦ƴŎƻƴŘƛǘƛƻƴŀƭ 59 ŀǳǘƘƻǊƛǘȅ ǇǊƛƻǊ ǘƻ ǘƘŜ ƳŜǊƎŜǊΣ ŀŎǉǳƛǎƛǘƛƻƴΣ ƻǊ ǊŜƻǊƎŀƴƛȊŀǘƛƻƴ Ƴǳǎǘ 
continue to exercise those responsibilities for the new mortgagee. If only one institution is unconditionally DE-approved, 
ǘƘŜƴ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ǎǘŀŦŦ ƛƴǾƻƭǾŜŘ ǿƛǘƘ ǘƘŀǘ ƳƻǊǘƎŀƎŜŜΩǎ ¦ƴŎƻƴŘƛǘƛƻƴŀƭ 59 ŀǳǘƘƻǊƛǘȅ ǇǊƛƻǊ ǘƻ ǘƘŜ ƳŜǊƎŜǊΣ 
acquisition, or reorganization must continue to exercise those responsibilities for the new mortgagee. 

¶ Both mortgagees have claim and default rates at or below the 150 percent national compare ratio. If only one institution is 
ǳƴŎƻƴŘƛǘƛƻƴŀƭƭȅ 59 ŀǇǇǊƻǾŜŘΣ ƻƴƭȅ ǘƘŀǘ ƳƻǊǘƎŀƎŜŜΩǎ ŎƭŀƛƳ ŀƴŘ ŘŜŦŀǳƭǘ ǊŀǘŜ ƛǎ ǘƻ ōŜ ŎƻƴǎƛŘŜǊŜŘΦ 

 
The mortgagee must submit a written application to the Jurisdictional Homeownership Center (HOC) for the state where 
their home office is located. 
 
The application must contain: 

¶ a letter signed by a corporate officer requesting Unconditional DE authority that specifies: 
-  the FHA-approved and non-approved Entities involved in the merger, acquisition, or reorganization; 
-  which entity is the surviving entity; and 

4000.1 
I.A.5.a.ii.(B) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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-  the effective date of the merger, acquisition, or reorganization; and 

¶ supporting documentation evidencing that the mortgagee meets the exception criteria. 
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

35.  6/30/15 Can a Mortgagee 
appeal if they are 
denied Unconditional 
DE authority? 

The mortgagee will be denied approval for Unconditional Direct Endorsement (DE) authority if, at any time during the test 
ŎŀǎŜ ǇƘŀǎŜΣ CI! ŘŜǘŜǊƳƛƴŜǎ ǘƘŀǘ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ǎǳōƳƛǎǎƛƻƴǎ ŘŜƳƻƴǎǘǊŀǘŜ ŀ ƭŀŎƪ ƻŦ ƪƴƻǿƭŜŘƎŜ ƻŦ CI! ǊŜǉǳƛǊŜƳŜƴǘǎΣ ƻǊ ƛŦ 
FHA identifies unacceptable practices. 
 
FHA will provide the mortgagee with written notice of a denial of Unconditional DE authority that specifies the reason for 
the denial. 
 
The mortgagee may appeal this denial by requesting an informal conference. The appeal must be submitted in writing to the 
Homeownership Center (HOC) that processed the test cases. The HOC must receive the appeal within 30 days of the date of 
the notice of denial. 
 
FHA will conduct an informal conference with the mortgagee and its counsel, if any, no later than 60 days from the date of 
the denial. 
 
Following the informal conference, FHA will issue a determination in writing stating whether Unconditional DE authority is 
approved or denied. 
 
The mortgagee may appeal a denial following the informal conference by submitting a written request to the Deputy 
Assistant Secretary (DAS) for Single Family Housing, or his or her designee, within 30 days of the date of the denial 
determination. 
 
The mortgagee is not entitled to any meeting or informal conference with the DAS or the designee and will be notified in 
writing of the decision of the DAS or the designee. The decision of the DAS or the designee constitutes final agency action. 
 
Any mortgagee who is denied Unconditional DE authority will not be permitted to reapply until it has: 

¶ demonstrated appropriate remedial education or action; 

¶ supplied evidence to support such action; and 

¶ waited a minimum of 180 days from the date of final agency action. 
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 

4000.1 
I.A.5.a.iii.(A)(4) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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36.  6/30/15 What are the 
differences between 
Title I and Title II 
Mortgagee approvals? 
 

A Title I Mortgagee may be approved to originate, underwrite, close, endorse, service, purchase, hold, or sell loans under the 
Property Improvement program and/or the Manufactured Housing program.  
 
A Title II Mortgagee may be approved to originate, underwrite, close, endorse, service, purchase, hold, or sell FHA Single 
Family insured Mortgages such as 203(b), 203(k), 234(c), HECMs or multifamily Mortgages. 
 
For descriptions of the various Title II Single Family and Title I loan programs go to 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/ins.  
 
Handbook 4000.1 I.A.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 

4000.1 
I.A.1 

37.  6/30/15 What would make the 
principal, employee, or 
other mortgagee 
participant ineligible for 
FHA approval? 
 

As part of its application, a corporate officer for the applicant must complete a series of certification statements that 
address compliance with FHA requirements. 
 
A mortgagee shall not have any officer, partner, director, principal, manager, supervisor, loan processor, loan underwriter, 
or loan originator who is:  
ω /ǳǊǊŜƴǘƭȅ ǎǳǎǇŜƴŘŜŘΣ ǘŜǊƳƛƴŀǘŜŘΣ ŘŜōŀǊǊŜŘΣ ŦƛƴŜŘΣ ŎƻƴǾƛŎǘŜŘΣ ŘŜƴƛŜŘ ŀǇǇǊƻǾal, or subject to license revocation or other 
sanction by a federal, state, or local government agency, or by any other regulatory or oversight entity with jurisdiction 
including a Limited Denial of Participation (LDP), or other restriction under Part 24 of Title 24 or Part 180 of Title 2 (as 
implemented by Part 2424 of Title 2) of the CFR or any successor regulations to such parts, or under similar provisions of any 
other federal or state agency; 
ω ¦ƴŘŜǊ ƛƴŘƛŎǘƳŜƴǘ ŦƻǊΣ ƻǊ ŎƻƴǾƛŎǘŜŘ ƻŦΣ ŀƴ ƻŦŦŜƴǎŜ ǘƘŀǘ ǊŜŦƭŜŎǘǎ ŀŘǾŜǊǎŜƭȅ ǳǇƻƴ ǘƘŜ ŀǇǇƭƛŎŀƴǘΩǎ ƛƴǘŜƎǊƛǘȅΣ ŎƻƳǇŜǘŜƴŎŜ ƻǊ 
fitness to meet the responsibilities of an approved mortgagee;  
ω {ǳōƧŜŎǘ ǘƻ ǳƴǊŜǎƻƭǾŜŘ ŦƛƴŘƛƴƎǎ ƛƴ ŀ I¦5 ƻǊ ƻǘƘŜǊ ƎƻǾŜǊƴƳŜƴǘ ŀǳŘƛǘΣ ƛƴǾŜǎǘƛƎŀǘƛƻƴΣ ƻǊ ǊŜǾƛŜǿΤ  
ω 9ƴƎŀƎŜŘ ƛƴ ōǳǎƛƴŜǎǎ ǇǊŀŎǘƛŎŜǎ ǘƘŀǘ Řƻ ƴƻǘ ŎƻƴŦƻǊƳ ǘƻ ƎŜƴŜǊŀƭƭȅ ŀŎŎŜǇǘŜŘ ǇǊŀŎǘƛŎŜǎ ƻŦ ǇǊǳŘŜƴǘ ƳƻǊǘƎŀƎŜŜǎ ƻǊ ǘƘŀǘ 
demonstrate irresponsibility;  
ω /ƻƴǾƛŎǘŜŘ ƻŦΣ ƻǊ ǿƘƻ Ƙŀǎ ǇƭŜŘ Ǝǳƛƭǘȅ ƻǊ ƴƻƭƻ ŎƻƴǘŜƴŘŜǊŜ ǘƻ ŀ ŦŜƭƻƴȅ ǊŜƭŀǘŜŘ ǘƻ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ ǘƘŜ ǊŜŀƭ Ŝǎǘŀte or mortgage 
industry during the 7-years preceding the application date for FHA approval; or any time before the application date, if it 
involved  fraud, dishonesty, breach of trust, or money laundering;    
ω Lƴ Ǿƛƻƭŀǘƛƻƴ ƻŦ ǘƘŜ {Φ!ΦCΦ9Φ aƻǊǘƎŀƎŜ [ƛŎŜƴǎƛng Act of 2008 or any applicable State law or its equivalent under state law, 
including all Nationwide Mortgage Licensing System and Registry requirements. 
 
The Initial Lender Certification Statements can be viewed on the How to Become an FHA-Approved Lender web page at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendappr.  
 
Handbook 4000.1 I.A.3 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
I.A.3.b.iii 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/ins
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendappr
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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38.  6/30/15 Does "Corporate 
Officer" include a 
Member of the Board 
of Directors? 
 

A Corporate Officer of a Nonsupervised or Investing Mortgagee refers to a natural person who serves as one of the following 
positions for the Mortgagee:  

¶ Owner  

¶ President  

¶ Vice President 

¶ Chief Operating Officer  

¶ Chief Financial Officer  

¶ Director 

¶ Corporate Secretary  

¶ Chief Executive Officer  

¶ General Counsel  

¶ Chairman of the Board  

¶ General Partner 

¶ Member or Manager of an LLC 
 
A Corporate Officer of a Supervised or Government Mortgagee refers to a natural person who serves as one of the following 
positions for the Mortgagee:  

¶ President  

¶ ±ƛŎŜ tǊŜǎƛŘŜƴǘ ƛƴ ŎƘŀǊƎŜ ƻŦ ƳŀƴŀƎƛƴƎ ƻǊ ƻǾŜǊǎŜŜƛƴƎ ŀƴȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎ  

¶ Chief Operating Officer 

¶ Chief Financial Officer 

¶ Director  

¶ Corporate Secretary 

¶ Chief Executive Officer  

¶ General Counsel 

¶ Chairman of the Board  

¶ General Partner 

¶ Specifically designated staff member(s) of a Government Mortgagee 
 
The definition of corporate officer does not include a member of the Board of Directors who does not also hold another 
ƻŦŦƛŎŜ ŀǎ άŎƻǊǇƻǊŀǘŜ ƻŦŦƛŎŜǊΦέ 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 
 
 

4000.1 I.A.3.c.iv.(B) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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39.  6/30/15 What credit reports 
must be submitted with 
a lender approval 
application? 

A Nonsupervised or Investing Mortgagee must demonstrate that it is a creditworthy institution, and its Principal Owners and 
Corporate Officers are creditworthy individuals. 
 
A Creditworthy Institution is a Mortgagee with a credit background for the seven-year period preceding the FHA Mortgagee 
approval application that: 

¶ reflects no delinquent accounts or collections and no legal actions; or 

¶ reflects legal actions that have been adequately resolved, and/or delinquent accounts or collections that have been 
adequately resolved or that have an acceptable explanation. 

 
A Creditworthy Individual is a person whose credit background for the seven-year period preceding the FHA Mortgagee 
approval application: 

¶ reflects no delinquent accounts or collections, and ǊŜŦƭŜŎǘǎ ƴƻ ƭŜƎŀƭ ŀŎǘƛƻƴǎ ǘƘŀǘ ǿƻǳƭŘ ƛƳǇŀƛǊ ǘƘŜ ƛƴŘƛǾƛŘǳŀƭΩǎ ŎǊŜŘƛǘΣ ǎǳŎƘ 
as a foreclosure action, judgment, lien, or bankruptcy; or 

¶ reflects legal actions that have been adequately resolved, and/or delinquent accounts or collections that have been 
adequately resolved or that have an acceptable explanation. 

 
A Nonsupervised or Investing Mortgagee must submit: 

¶ A commercial credit report not more than 90 Days old with its application and a written explanation for all negative items 
disclosed on the credit report. 

¶ A personal credit report for each of its Principal Owners and Corporate Officers with its application. The personal credit 
report must be a Residential Mortgage Credit Report (RMCR) or a Tri-Merged Credit Report (TRMCR) not more than 90 
Days old.  A written explanation must be provided from the relevant Principal Owner or Corporate Officer for any negative 
item disclosed on the credit report. 

 
For additional information see Handbook 4000.1 I.A.3.c.v. at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 I.A.3.c.v. 

40.  6/30/15 What are the FHA 
Mortgagee Approval 
Types? 
 

FHA approves Mortgagees as one of the following four types: Supervised; Nonsupervised; Government; or Investing. 
 
Supervised Mortgagee 
A Supervised Mortgagee is a financial institution that is a member of the Federal Reserve System (FRS) or whose accounts 
are insured by the Federal Deposit Insurance Corporation (FDIC) or the National Credit Union Administration (NCUA). 
A Supervised Mortgagee may originate, underwrite, close, endorse, service, purchase, hold, or sell FHA-insured Mortgages. 
 
Nonsupervised Mortgagee 
A Nonsupervised Mortgagee is a lending institution that has as its principal activity the lending or investing of funds in real 
estate Mortgages, consumer installment notes or similar advances of credit, the purchase of consumer installment 
contracts, or from a directly related field. A directly related field is something directly related to the investing or lending of 
Mortgages, not simply actions relating to real estate in general. 

4000.1  
I.A.2 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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A Nonsupervised Mortgagee may originate, underwrite, close, endorse, service, purchase, hold, or sell FHA-insured 
Mortgages. 
 
Government Mortgagee 
A Government Mortgagee is a federal, state, or municipal governmental agency, a Federal Reserve Bank, a Federal Home 
Loan Bank, the Federal Home Loan Mortgage Corporation (FHLMC/Freddie Mac), or the Federal National Mortgage 
Association (FNMA/Fannie Mae). A Government Mortgagee may originate, underwrite, close, endorse, service, purchase, 
hold, or sell FHA-insured Mortgages. 
 
Investing Mortgagee 
An Investing Mortgagee is an organization that invests funds under its own control. An Investing Mortgagee may purchase, 
hold, or sell FHA-insured Mortgages. An Investing Mortgagee may only service FHA-insured Mortgages if it receives prior 
approval to do so on a case-by-case basis.  An Investing Mortgagee may not originate, underwrite, or close FHA-insured 
Mortgages in its own name or submit applications for FHA mortgage insurance. 
 
For additional information see Handbook 4000.1 I.A.2 at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

41.  6/30/15 What are the fidelity 
bond requirements for 
FHA Mortgagees? 

A Mortgagee must have fidelity bond coverage of $300,000.  The Mortgagee must ensure that its fidelity bond coverage is in 
a form generally acceptable to one of the secondary mortgage market agencies, such as Freddie Mac, Fannie Mae, or the 
Government National Mortgage Association (GNMA/Ginnie Mae). 
 
A Government Mortgagee will meet this requirement if it maintains alternative insurance coverage that is approved by FHA 
ŀƴŘ ǘƘŀǘ ŜƴǎǳǊŜǎ ǘƘŜ ŦŀƛǘƘŦǳƭ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎΦ 
 
For additional information see Handbook 4000.1 I.A.3.x at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1  
I.A.3.x 
 
http://portal.hud.gov/
hudportal/documents
/huddoc?id=SFH_fees
_and_coverages.pdf 

42.  6/30/15 What are FHA's 
requirements for 
registering "Doing 
Business As" names? 
 

¢ƘŜ ά5ƻƛƴƎ .ǳǎƛƴŜǎǎ !ǎέ ό5.!ύ ƴŀƳŜ ƛǎ ŀƴȅ ǊŜƎƛǎǘŜǊŜŘ ƴŀƳŜ ƻǊ ŀƭƛŀǎ ǘƘŀǘ ǘƘŜ ƳƻǊǘgagee has a legal right to use. All DBA 
names used by a mortgagee for conducting FHA business must be registered with FHA. 
 
The mortgagee must submit documentation from the state showing it is legally approved to use its DBA name, if the name 
differs from that shown on its Business Formation Documents. If the mortgagee has six or more DBA names, the mortgagee 
must submit a change request through the Lender Electronic Assessment Portal (LEAP) to add additional names. 
 
The LEAP User Manual is located at:  http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.3.c.ii; I.A.6.b.iv; I.A.7.d. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.ii; 
I.A.6.b.iv; 
I.A.7.d. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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43.  6/30/15 How do I apply to 
become an FHA-
approved lender? 
 

An applicant seeking FHA approval must submit an online application containing all information and documentation 
required to demonstrate eligibility for approval as provided in Handbook 4000.1 I.A. 
 
Please refer to the How to Become an FHA-approved lender link in the Approvals and Renewal section on the FHA Lenders 
web page at: http://www.hud.gov/lenders   
 
Note:  Paper applications are no longer accepted and will be returned if received. 
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A. 
 
FHA Online Lender 
Approval Application 
Process 

44.  6/30/15 What are the FHA 
requirements for an LLC 
to be an FHA approved 
lender? 
 

A Limited Liability Company (LLC) is an incorporated legal Entity created under applicable state law that combines certain 
legal and tax attributes of corporations and partnerships. The LLC must: 

¶ consist of two or more members, unless its single member is a corporation or LLC consisting of two or more persons or 
members; 

¶ have a minimum term of existence of 10 years from the date of application; 

¶ provide for succession; 

¶ authorize continuance in the event of the withdrawal or death of a member; and 

¶ specify that the LLC will not terminate until all FHA-insured mortgages have been transferred to another approved 
mortgagee. 

 
A Series LLC is a specific type of LLC that is composed of separate membership interests, which are divided into individual 
series. 
 
The Series LLC must comply with all requirements for approval of an LLC. 
 
The Series LLC must be organized in accordance with state law that does not conflict with FHA requirements. 
 
¢ƘŜ {ŜǊƛŜǎ [[/Ωǎ ƻǇŜǊŀǘƛƴƎ ŀƎǊŜŜƳŜƴǘ Ƴǳǎǘ ǎǘƛǇǳƭŀǘŜ ǘƘŀǘΥ 

¶  no series may participate in FHA programs unless the approved Mortgagee owns 100 percent of the membership 
interests in that series; and 

¶ the approved Mortgagee remains fully liable for the debts, liabilities, obligations and expenses of any and all series that 
participate in FHA programs. 

 
For additional information see Handbook 4000.1 I.A.3.c.i.(A)(2)-(3) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 

4000.1 
I.A. 3.c.i.(A)(2)-(3) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh


 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing Handbook 4000.1 that will 
become effective on September 14, 2015.  These FAQs are not applicable to the FHA policies currently in effect.  These FAQs are for informational purposes 

only and do not establish or moŘƛŦȅ ǘƘŜ ǇƻƭƛŎȅ ŎƻƴǘŀƛƴŜŘ ƛƴ CI!Ωǎ IŀƴŘōƻƻƪǎ ŀƴŘ aƻǊǘƎŀƎŜŜ [ŜǘǘŜǊǎ ƛƴ ŀƴȅ ǿŀȅΦ 
 

 

FHA Single Family Housing Policy Handbook (HUD Handbook 4000.1) Frequently Asked Questions Preview 

21 

Doing Business with FHA ς Mortgagees                                                                                                                                                                                                         
Row # Added FAQ Answer References 

45.  6/30/15 What is the difference 
between a supervised 
and a nonsupervised 
mortgagee? 

A Supervised Mortgagee is a financial institution that is a member of the Federal Reserve System (FRS) or whose accounts 
are insured by the Federal Deposit Insurance Corporation (FDIC) or the National Credit Union Administration (NCUA) 
όŎƻƭƭŜŎǘƛǾŜƭȅΣ άCŜŘŜǊŀƭ .ŀƴƪƛƴƎ !ƎŜƴŎƛŜǎέύΦ 
 
A Nonsupervised Mortgagee is a lending institution that derives at least 50 percent of its activities from real estate 
Mortgages, consumer installment notes or similar advances of credit, the purchase of consumer installment contracts, or 
from a directly related field. A directly related field is something directly related to the investing or lending of Mortgages, 
not simply actions relating to real estate in general. 
 
For additional information see Handbook 4000.1 I.A.2 at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.2. 

46.  6/30/15 What are the 
requirements related to 
sharing home office 
space with another 
company? 
 

¢ƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ƘƻƳŜ ƻŦŦƛŎŜ ƛǎ ǘƘŜ Ƴŀƛƴ ƻŦŦƛŎŜ ŦǊƻƳ ǿƘƛŎƘ ƛǘ ƳŀƴŀƎŜǎ ƛǘǎ CI! ōǳǎƛƴŜǎǎΦ 
A mortgagee must designate a headquarters or άƘƻƳŜ ƻŦŦƛŎŜέ ŦƻǊ ƛǘǎ CI! ōǳǎƛƴŜǎǎΦ  ! ƳƻǊǘƎŀƎŜŜΩǎ ƘƻƳŜ ƻŦŦƛŎŜ ŘƻŜǎ ƴƻǘ 
have to be its corporate office. 
 
¢ƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ƘƻƳŜ ƻŦŦƛŎŜ Ƴǳǎǘ ƘŀǾŜ ŀ ǎǘŀŦŦ ƻŦ ŀǘ ƭŜŀǎǘ ǘǿƻ Ŧǳƭƭ-time employees.  The mortgagee may not rely on a shared 
receptionist to satisfy this full-time employee requirement. 
 
! ƳƻǊǘƎŀƎŜŜΩǎ ƘƻƳŜ ƻŦŦƛŎŜ ŦŀŎƛƭƛǘȅ ƳǳǎǘΥ 

¶ be located in a commercial space that is separate from any other entity (except for reception-type entrances or lobbies); 

¶ be clearly identified, including having a permanently affixed business sign and other means of identification commonly 
used by businesses, so that the general public and other businesses will know, at all times, exactly which entity is being 
represented and is conducting business; and 

¶ display a fair housing poster if the mortgagee deals with borrowers and the general public. 
 
For additional information see Handbook 4000.1 I.A.3.c.iii  at 
http://porta l.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iii. 

47.  6/30/15 Do I complete two FHA 
Lender Approval Online 
Applications to apply 
for Title I and Title II 
approval? 
 

An applicant for FHA approval may apply for Title I and Title II approval separately or in the same application. The applicant 
must pay a nonrefundable application fee when submitting an application for approval.  Applicants applying for both Title I 
and Title II approval, whether simultaneously or separately, will only be assessed a single application fee. 
 
Lenders wanting to expand their approval authority to include Title I or Title II must submit the request along with 
supporting documents through the Lender Electronic Assessment Portal (LEAP).   Refer to the LEAP User Manual located at: 
http://www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals section.   
 
Handbook 4000.1 I.A.3.a; I.A.3.b.iv. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.a; 
I.A.3.b.iv. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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48.  6/30/15 What are the operating 
requirements for FHA 
approved Mortgagees? 

A mortgagee must comply with the operating requirements and restrictions in Handbook 4000.1 Section I.A.6 for its FHA 
business operations in addition to continuing to operate in full compliance with the eligibility requirements outlined 
Handbook 4000.1. 
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1  
I.A.6.a 

49.  6/30/15 Can a Mortgagee that 
was once FHA approved 
become FHA approved 
again? 
 

A mortgagee whose approval is voluntarily withdrawn may reapply for FHA approval any time after its withdrawal. 
If a ƳƻǊǘƎŀƎŜŜΩǎ ŀǇǇǊƻǾŀƭ ƛǎ ǿƛǘƘŘǊŀǿƴ ōȅ CI!Ωǎ aƻǊǘƎŀƎŜŜ wŜǾƛŜǿ .ƻŀǊŘ όaw.ύΣ ǘƘŜƛǊ ŀǇǇǊƻǾŀƭ ƛǎ ƴƻǘ ǊŜƛƴǎǘŀǘŜŘ ŀǘ ǘƘŜ ŜƴŘ 
of the period of withdrawal.  The mortgagee may reapply for FHA approval after the period of withdrawal has expired. 
 
An applicant whose approval was denied may reapply after a period of 12 months.  The applicant will be required to pay an 
application fee at the time it submits its second application for approval. 
 
For additional information see Handbook 4000.1 I.A.3.f.ii; I.A.9.c available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.f.ii; 
I.A.9.c 

50.  6/30/15 What are the 
requirements for a 
ƳƻǊǘƎŀƎŜŜΩǎ ŦǳƴŘƛƴƎ 
program? 
 

A Nonsupervised Mortgagee that originates FHA Mortgages must maintain a warehouse line of credit or other mortgage-
funding program acceptable to FHA.  Title I Mortgagees must have a minimum $500,000 warehouse line of credit or funding 
program.  Except for multifamily Mortgagees, Title II Mortgagees must have a minimum $1,000,000 warehouse line of credit 
or funding program, and must ensure the funding program or warehouse line of credit is sufficient tƻ ŦǳƴŘ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ 
average 60-Řŀȅ ƻǊƛƎƛƴŀǘƛƻƴ ƻǇŜǊŀǘƛƻƴǎΦ  ¢ƘŜ aƻǊǘƎŀƎŜŜΩǎ ŀǾŜǊŀƎŜ сл-day origination operations refer to loans closed and 
funded, and/or purchased by the Mortgagee during their highest 60-day period by mortgage amount over the past 12 
months. 
 
An Investing Mortgagee must have available, or have arranged for, funds or a line of credit sufficient to support a projected 
investment of at least $1,000,000 in property improvement, Manufactured Housing or real estate loans or Mortgages. 
 
For additional information see Handbook 4000.1 I.A.3.c.ix at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.ix. 

51.  6/30/15 What are the licensing 
requirements for FHA 
Mortgagee approval? 
 

Supervised, Nonsupervised, and Investing Mortgagees must meet the following licensing requirements. 
 
The Mortgagee must have an active state license, registration, or equivalent approval to operate its business in the 
jurisdiction where the home office is located. 
 
Each branch office must have all licenses, registrations, or approvals required for the types of Mortgagee functions or 
activities performed by such branch office for the jurisdiction in which that office is located. 
 
The Mortgagee must submit a copy of its state license, registration or equivalent approval for the state in which the home 
office is located. The Mortgagee, through a Corporate Officer, must certify at application that it has not been refused a 

4000.1 
I.A.3.c. vi.(A) 
 
 
  

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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license or been sanctioned by any state in which it will originate FHA mortgages. 
 
If the Mortgagee has been subject to an action against its license, it must submit documentation concerning the action that 
shows the nature of the action and evidence of an acceptable resolution (such as reinstatement or subsequent approval of a 
license, payment of sanctions or fines, or similar documentation). 
 
If the Mortgagee is exempt from state licensing requirements, the Mortgagee must submit documentation of the applicable 
exemption. 
 
For additional information see Handbook 4000.1 I.A.3.c. vi.(A) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

52.  6/30/15 What is the experience 
requirement for the 
officer in charge of an 
FHA lender? 

The Officer in Charge is the Corporate Officer designated to manage ŀƴŘ ŘƛǊŜŎǘ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ CI! ƻǇŜǊŀǘƛƻƴǎΦ 
 
The Mortgagee must designate as the Officer in Charge a full-time Corporate Officer who has at least three years of 
experience in the specific Mortgagee functions or activities that the Mortgagee is approved to perform, including: 

¶ originating or servicing Single Family or Multifamily Mortgages; 

¶  investing funds in real estate mortgages; or 

¶  managing other individuals performing these services. 
 
The Mortgagee cannot rely on a /ƻǊǇƻǊŀǘŜ hŦŦƛŎŜǊΩǎ ŜȄǇŜǊƛŜƴŎŜ ƛƴ ǊŜŀƭ ŜǎǘŀǘŜ ǎŀƭŜǎ ƻǊ ōǊƻƪŜǊŀƎŜ ŀǎ ǉǳŀƭƛŦȅƛƴƎ ŜȄǇŜǊƛŜƴŎŜ ƛƴ 
Mortgagee functions or activities. 
 
A current resume covering the most recent seven-ȅŜŀǊ ǇŜǊƛƻŘ ŘŜǘŀƛƭƛƴƎ ǘƘŜ ƛƴŘƛǾƛŘǳŀƭΩǎ ǊŜƭŜǾŀƴǘ ŜȄǇŜǊƛŜƴŎŜ Ƴǳǎǘ ōŜ 
submitted with the online application. 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(2) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 I.A.3.c.iv.(B)(2) 

53.  6/30/15 Does the term 
"corporate officer" 
include all officers with 
a title of Vice President 
or higher? 
 

No.  Not all officers with a title of Vice President or higher are ŘŜŦƛƴŜŘ ŀǎ ŀ άŎƻǊǇƻǊŀǘŜ ƻŦŦƛŎŜǊέ ŦƻǊ CI! ǇǳǊǇƻǎŜǎΦ  A 
Corporate Office of a Nonsupervised and Investing Mortgagee is a natural person who serves as one of the following 
positions for a Nonsupervised or Investing Mortgagee: 

¶ Owner; 

¶ President;  

¶ Vice President;  

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

4000.1 I.A.3.c.iv.(B)(1) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or 

¶ Member or manager of an LLC. 

A Corporate Officer of Supervised and Government Mortgagees is a natural person who serves as one of the following 
positions for a Supervised or Government Mortgagee: 

¶ President; 

¶ ±ƛŎŜ tǊŜǎƛŘŜƴǘ ƛƴ ŎƘŀǊƎŜ ƻŦ ƳŀƴŀƎƛƴƎ ƻǊ ƻǾŜǊǎŜŜƛƴƎ ŀƴȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎΤ 

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or  

¶ Specifically designated staff member(s) of a Government Mortgagee. 

For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(1) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

54.  6/30/15 What is the application 
fee for FHA mortgagee 
approval? 
 

The applicant must pay a nonrefundable application fee when submitting an application for approval.  Applicants applying 
for both Title I and Title II approval, whether simultaneously or separately, will only be assessed a single application fee.  The 
application fee must be submitted as part of the online application. 
 
Applicants applying for approval as Government Mortgagees or applicants organized as nonprofits are not required to pay 
an application fee.  
 
INITIAL APPROVAL AND CONVERSION FEES 
Title I - $1,000  
Title II - $1,000  
 
FHA Approval Fees and Coverages can be found on the Approval and Renewals web page at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/approvals_renewals.   

4000.1 
I.A.3.b.iv. 
 
http://portal.hud.gov/
hudportal/documents
/huddoc?id=SFH_fees
_and_coverages.pdf 
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Handbook 4000.1 I.A.3.b.iv. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

55.  6/30/15 What types of business 
forms can be approved 
as an FHA lender? 
 

A Nonsupervised or Investing Mortgagee must be organized in one of the following acceptable business forms:  

¶ Corporation 

¶ Limited Liability Company (LLC) 

¶ Series Limited Liability Company (LLC) 

¶ Partnership 

¶ Nonprofit 
 
A sole proprietorship is not an acceptable business form. 
 
For additional information see Handbook 4000.1 I.A.3.c.i. at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 I.A.3.c.i. 

56.  6/30/15 What is a corporate 
officer? 
 

A Corporate Office of a Nonsupervised and Investing Mortgagee is a natural person who serves as one of the following 
positions for a Nonsupervised or Investing Mortgagee: 

¶ Owner; 

¶ President;  

¶ Vice President;  

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or 

¶ Member or manager of an LLC. 

A Corporate Officer of Supervised and Government Mortgagees is a natural person who serves as one of the following 
positions for a Supervised or Government Mortgagee: 

¶ President; 

¶ Vice President in charge of managing or overseeing any aspect of the aƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎΤ 

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

4000.1 I.A.3.c.iv.(B)(1) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or  

¶ Specifically designated staff member(s) of a Government Mortgagee. 

The Mortgagee must ensure that no Corporate Officers are suspended, debarred or otherwise excluded from participation in 
FHA programs. 
Corporate Officers may only represent a single Mortgagee, unless the following criteria are met: 

¶ the Entities represented have some or all of the same Corporate Officers or Principal Owners; 

¶  there is a clear and effective separation of the Entities, and Borrowers know at all times exactly which Entity is being 
represented and with whom they are conducting business; and  

¶ there is a duly appointed or elected senior officer designated as the Officer in Charge who only conducts business of the 
Mortgagee during normal business hours. 

 
For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(1) at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

57.  6/30/15 How does a lender 
applicant appeal the 
denial of their online 
application for FHA 
approval? 
 

If FHA denies the application, FHA will provide written notice to the applicant that includes an explanation of the reasons for 
the denial. The applicant may submit an appeal of the denial decision through the online application within 30 days of the 
date of the denial.   
 
All reasons for disapproval must be addressed before resubmitting the application.  Applicants are limited to two appeals 
and each resubmission counts as an appeal. 
 
If the denial is sustained, the applicant may submit a second appeal through the online application within 30 Days of the 
date the denial is sustained.  If the denial is sustained a second time, the applicant will be ineligible to apply for FHA approval 
for a period of 12 months. 
 
The FHA Online Application is available on the How to Become an FHA-Approved Lender web page at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/lendappr.  
 
For additional information see Handbook 4000.1 I.A.3.f.i  at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 

HQ Policy 
 
4000.1  
I.A.3.f.i. 
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58.  6/30/15 What is a 
Sponsor/Sponsored 
Third Party Originator 
relationship and how is 
it set up? 
 

A Sponsor/Sponsored Third-Party Originator (TPO) Relationship is one in which a lender with Direct Endorsement (DE) 
!ǳǘƘƻǊƛǘȅ όŀŎǘƛƴƎ ŀǎ ǘƘŜ άǎǇƻƴǎƻǊέύ ǇŜǊƳƛǘǎ ŀƴƻǘƘŜǊ Ŝƴǘƛǘȅ ǘƻ ŀŎǘ ŀǎ ŀƴ ƻǊƛƎƛƴŀǘƻǊ ŀƴŘ ƻǊƛƎƛƴŀǘŜ ƳƻǊǘƎŀƎŜǎ ƻƴ ǘƘŜƛǊ ōŜƘŀƭŦΦ 
 
Only a lender with DE Authority may use sponsored TPOs. 
 
The lender must ensure its sponsored TPO does not purchase or hold FHA-insured mortgages and may not close mortgages 
in their own name. 
 
The lender may permit its sponsored TPO to purchase or hold FHA-insured mortgages and close in their own name, if the 
TPO is also an FHA-approved lender. 
 
A lender with Unconditional DE authority must register a sponsored TPO on the Sponsored Originator Maintenance screen in 
FHA Connection. 
 
The FHA Connection Guide is available at https://entp.hud.gov/clas/index.cfm.  
 
For additional information see Handbook 4000.1 I.A.5.a.v at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 I.A.5.a.v 

59.  6/30/15 Is a Sponsored Third 
Party Originator 
required to register for 
an NMLS ID? 
 

The FHA-approved lender must verify that all affiliates (including Sponsored Third-Party Originators) participating in HUD 
programs for, or on behalf of, the lender are registered with the National Mortgage Licensing System and Registry (NMLS), 
unless excluded from NMLS requirements by law or regulation. 
 
The NMLS Resource Center web page is available at http://mortgage.nationwidelicensingsystem.org/Pages/default.aspx.    
 
For additional information see Handbook 4000.1 V.A.2 I.A.6.k at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 
I.A.6.k; 
V.A.2.b.i.(B)(1)(c) 

60.  6/30/15 How does an FHA-
approved mortgagee 
transfer its FHA 
approval to a new 
company? 
 

If a mortgagee receives a different federal Taxpayer Identification Number (TIN) as a result of a business change, the 
mortgagee must submit a new application for FHA mortgagee approval. 
 
FHA will issue a new FHA lender ID to the mortgagee upon approval.  When the new FHA lender ID is issued, the old FHA 
lender ID will remain active for approximately 45 days to allow for completion of processing of mortgages in process under 
that identification number. 

 
If the mortgagee does not receive a new federal TIN as a result of a business change, then the mortgagee must submit the 
following documents to FHA using the Lender Electronic Assessment Portal (LEAP) within 10 business days of the change: 

¶ a Notice of Material Event in the form of a letter signed by a Corporate Officer containing the following provisions: 
- providing a complete description of the business change; 
- confirming that there has been no change in the federal TIN or depositor insurance (in the case of a Supervised 

4000.1 
I.A.7.n. 
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Mortgagee); 
- stipulating that the institution will continue to comply with all FHA approval and eligibility requirements; and 
- stipulating that the newly chartered entity will continue to be responsible for the assets and liabilities of the former 

entity, including any problems found subsequently by HUD in the origination or servicing of any mortgages originated 
or serviced by the entity prior to the business change; and 

¶ a copy of the Business Formation Documents. 
 
For more information about submitting a Notice of Material Event using LEAP refer to the LEAP User Manual located at: 
http://www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals section. 

 
Handbook 4000.1 I.A.7.a.ii;  I.A.7.n  is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

61.  6/30/15 What are the net worth 
and liquidity 
requirements for FHA 
approved mortgagees? 
 

Supervised, Nonsupervised, and Investing Mortgagees must meet the adjusted net worth and liquidity requirements at all 
times. The requirements do not apply to Government Mortgagees. 
 
The adjusted net worth and liquid assets must be computed in accordance with the HUD OIG Handbook 2000.04, 
Consolidated Audit Guide for Audits of HUD Programs. 
 
Single Family Programs 
The Mortgagee must have a minimum adjusted net worth of $1,000,000 plus 1 percent of the total volume in excess of 
$25,000,000 of FHA Single Family Mortgages originated, underwritten, serviced, and/or purchased during the prior fiscal 
year, up to a maximum required adjusted net worth of $2,500,000. 
 
Multifamily Programs With Servicing 
The Mortgagee must have a minimum adjusted net worth of $1,000,000 plus an additional net worth of 1 percent of the 
total volume in excess of $25,000,000 of FHA multifamily Mortgages originated, underwritten, purchased, and/or serviced 
during the prior fiscal year, up to a maximum required net worth of $2,500,000. 
 
Multifamily Programs Without Servicing 
The Mortgagee must have a minimum adjusted net worth of $1,000,000 plus an additional net worth of one-half of 1 
percent of the total volume in excess of $25,000,000 of FHA multifamily Mortgages originated, underwritten, and/or 
purchased during the prior fiscal year, up to a maximum required net worth of $2,500,000. 
 
Dual Participation 
A Mortgagee approved to participate in both Single Family and Multifamily programs must have a minimum adjusted net 
worth of $1,000,000 plus an additional net worth of 1 percent of the total volume in excess of $25,000,000 of the aggregate 
of FHA Single Family and Multifamily Mortgages originated, underwritten, purchased, and/or serviced during the prior fiscal 
year, up to a maximum required net worth of $2,500,000. 

4000.1 
I.A.3.c.vii 
 

http://www.hud.gov/lenders
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Liquidity 
The Mortgagee must hold no less than 20 percent of its required adjusted net worth in liquid assets. 
 
Handbook 4000.1 I.A.3.c.vii; I.A.7.f. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

62.  6/30/15 What must a 
mortgagee do if their 
adjusted net worth or 
liquidity falls below the 
required minimum? 

LŦ ŀǘ ŀƴȅ ǘƛƳŜ ŀ ƳƻǊǘƎŀƎŜŜΩǎ ŀŘƧǳǎǘŜŘ ƴŜǘ ǿƻǊǘƘ ƻǊ ƭƛǉǳƛŘƛǘȅ Ŧŀƭƭǎ ōŜƭƻǿ ǘƘŜ ǊŜǉǳƛǊŜŘ ƳƛƴƛƳǳƳΣ ǘƘŜ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ǎǳōƳƛǘ ŀ 
Notice of Material Event to FHA using the Lender Electronic Assessment Portal (LEAP) within 30 business days of the 
deficiency. The mortgagee must submit a Corrective Action Plan that outlines the steps taken to mitigate the deficiency and 
includes relevant information, such as contributions and efforts made to obtain additional capital. 
 
For more information about submitting a Notice of Material Event using LEAP refer to the LEAP User Manual located at: 
http://www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.7.f. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 
I.A.7.f. 

63.  6/30/15 How does an FHA 
approved mortgagee 
withdraw its approval? 
 

A mortgagee that does not wish to retain, or that is ineligible to retain, its FHA approval must submit a request for voluntary 
withdrawal of FHA approval. 
 
The mortgagee must satisfy all outstanding payable indemnification debts and Mortgage Insurance Premiums (MIP), and 
transfer the servicing and ownership of any FHA-insured mortgages in its portfolio to an FHA-approved mortgagee prior to 
its request being approved, and the mortgagee will remain obligated on any outstanding indemnification agreements. FHA 
ǿƛƭƭ ƴƻǘ ƘƻƴƻǊ ŀ ƳƻǊǘƎŀƎŜŜΩǎ ǊŜǉǳŜǎǘ ǘƻ ǿƛǘƘŘǊŀǿ ǿƘƛƭŜ ǘƘŜǊŜ ƛǎ ŀ ǇŜƴŘƛƴƎ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŀŎǘƛƻƴ ƻǊ aƻǊǘƎŀƎŜŜ wŜǾƛŜǿ .ƻŀǊd 
(MRB) action, or while the mortgagee has unpaid indemnification claims or unsatisfied settlement agreement obligations 
owed to HUD. The mortgagee must submit a request for voluntary withdrawal in the form of a letter, signed by a Corporate 
Officer, and submitted through the Lender Electronic Assessment Portal (LEAP).  The request must be submitted within 10 
ōǳǎƛƴŜǎǎ Řŀȅǎ ƻŦ ǘƘŜ ŎƘŀƴƎŜ ƛƴ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŜƭƛƎƛōƛƭƛǘȅ ǎǘŀǘǳǎΦ 
 
A mortgagee whose approval is voluntarily withdrawn may reapply for FHA approval any time after its withdrawal. 
 
For more information about submitting a voluntary withdrawal using LEAP refer to the LEAP User Manual located at: 
http://www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.9. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   
 
 

4000.1 
I.A.9 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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64.  6/30/15 Which owners and 
officers of an FHA-
approved lender must 
be reported to FHA? 
 

A Supervised, Nonsupervised, or Investing Mortgagee must identify all Principal Owners.  A Principal Owner is any individual 
or Entity meeting the following thresholds or roles for the applicable business form:  

¶ Publicly Traded Corporation ς 10% or more ownership 

¶ Private or Close Corporation ς 25% or more ownership 

¶ Limited Liability Company ς All Members 

¶ Partnerships ς All Partners 
 
The Mortgagee must identify all Corporate Officers who will be directly involved in managing, overseeing, or conducting FHA 
business.  The Mortgagee must also identify the Officer in Charge, which is the Corporate Officer designated to manage and 
ŘƛǊŜŎǘ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ CI! hǇŜǊŀǘƛƻƴǎΦ  
 
NONSUPERVISED & INVESTING MORTGAGEES 
A Corporate Officer is a natural person who serves as one of the following positions for a Nonsupervised or Investing 
Mortgagee: 
ω hǿƴŜǊΤ 
ω tǊŜǎƛŘŜƴǘΤ  
ω ±ƛŎŜ tǊŜǎƛŘŜƴǘΤ  
ω /ƘƛŜŦ hǇŜǊŀǘƛƴƎ hŦŦƛŎŜǊ ό/hhύΤ 
ω /ƘƛŜŦ CƛƴŀƴŎƛŀƭ hŦŦƛŎŜǊ ό/ChύΤ 
ω 5ƛǊŜŎǘƻǊΤ 
ω /ƻǊǇƻǊŀǘŜ {ŜŎǊŜǘŀǊȅΤ 
ω /ƘƛŜŦ 9ȄŜŎǳǘƛǾŜ hŦŦƛŎŜǊ ό/9hύΤ 
ω DŜƴŜǊŀl Counsel; 
ω /ƘŀƛǊƳŀƴ ƻŦ ǘƘŜ .ƻŀǊŘΤ 
ω DŜƴŜǊŀƭ tŀǊǘƴŜǊΤ ƻǊ 
ω aŜƳōŜǊ ƻǊ ƳŀƴŀƎŜǊ ƻŦ ŀƴ [[/Φ 
 
SUPERVISED & GOVERNMENT MORTGAGEES 
A Corporate Officer is a natural person who serves as one of the following positions for a Supervised or Government 
Mortgagee: 
ω President; 
ω ±ƛŎŜ tǊŜǎƛŘŜƴǘ ƛƴ ŎƘŀǊƎŜ ƻŦ ƳŀƴŀƎƛƴƎ ƻǊ ƻǾŜǊǎŜŜƛƴƎ ŀƴȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎΤ 
ω /ƘƛŜŦ hǇŜǊŀǘƛƴƎ hŦŦƛŎŜǊ ό/hhύΤ 
ω /ƘƛŜŦ CƛƴŀƴŎƛŀƭ hŦŦƛŎŜǊ ό/ChύΤ 
ω 5ƛǊŜŎǘƻǊΤ 
ω /ƻǊǇƻǊŀǘŜ {ŜŎǊŜǘŀǊȅΤ 
ω /ƘƛŜŦ 9ȄŜŎǳǘƛǾŜ hŦŦƛŎŜǊ ό/9hύΤ 
ω DŜƴŜǊŀƭ /ƻǳƴsel; 

4000.1 
1.A.3.c.iv.(A)-(B) 
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ω /ƘŀƛǊƳŀƴ ƻŦ ǘƘŜ .ƻŀǊŘΤ 
ω DŜƴŜǊŀƭ tŀǊǘƴŜǊΤ ƻǊ 
ω {ǇŜŎƛŦƛŎŀƭƭȅ ŘŜǎƛƎƴŀǘŜŘ ǎǘŀŦŦ ƳŜƳōŜǊόǎύ ƻŦ ŀ DƻǾŜǊƴƳŜƴǘ aƻǊǘƎŀƎŜŜΦ 
 
For additional information see Handbook 4000.1 I.A.3.c.iv.(A)-(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

65.  6/30/15 What is the definition 
of a small supervised 
mortgagee? 
 

A Small Supervised Mortgagee is a Supervised Mortgagee that has consolidated assets below the threshold for audited 
financial reporting established by the Federal Banking Agency with oversight of the Mortgagee. Thresholds are codified at 12 
CFR 363.1(a), 562.4(b)(2), and 715.4(c), and are subject to change. 
 
The Electronic Code of Regulations (e-CFR) is available at http://www.ecfr.gov/cgi-bin/ECFR?page=browse.  
 
For additional information see Handbook 4000.1 I.A.2.a.i.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 
I.A.2.a.i.(B) 

66.  6/30/15 How does an FHA 
mortgagee make 
changes to its address, 
phone, or contact 
information in FHA 
records? 
 

The mortgagee must submit all information updates to FHA using the Lender Electronic Assessment Portal (LEAP) on the 
Institution and corresponding Branch page.  To make these updates, the mortgagee must have access to the FHA 
Connection.  All information updates must be submitted within 10 business days of the change. 
 
An information update is any change to a morǘƎŀƎŜŜΩǎ ōŀǎƛŎ ƛƴǎǘƛǘǳǘƛƻƴ ƻǊ ōǊŀƴŎƘ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ ǘƘŜ CI! ǎȅǎǘŜƳǎ ǘƘŀǘ Ŏŀƴ ōŜ 
directly managed by the mortgagee. 
 
The mortgagee must submit Information updates, as applicable, for the following information: 
ω ŀŘŘǊŜǎǎŜǎ ŦƻǊ ŎƻǊǊŜǎǇƻƴŘŜƴŎŜ 
ω Ǉƻƛƴǘ ƻŦ contact 
ω ŀƭƭ ƻǘƘŜǊ ŎƻƴǘŀŎǘ ŀƴŘ ƛŘŜƴǘƛŦƛŎŀǘƛƻƴ ƛƴŦƻǊƳŀǘƛƻƴ 
ω ōǊŀƴŎƘ ƻŦŦƛŎŜ ƛƴŦƻǊƳŀǘƛƻƴ 
ω ŎƻǊǇƻǊŀǘŜ ƻŦŦƛŎŜǊǎ 
ω ǇǊƛƴŎƛǇŀƭκŀǳǘƘƻǊƛȊŜŘ ŀƎŜƴǘ ǊŜƭŀǘƛƻƴǎƘƛǇǎ 
ω ŎŀǎƘ Ŧƭƻǿ ŀŎŎƻǳƴǘǎ 
 
For information about using LEAP refer to the LEAP User Manual located at: http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.7.a.-b.is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 
  

4000.1 
I.A.7.a.-b. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.ecfr.gov/cgi-bin/ECFR?page=browse
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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67.  6/30/15 How does an FHA 
approved mortgagee 
obtain a letter from 
FHA verifying it is 
approved? 
 

When FHA approves an application for FHA mortgagee approval, FHA provides notice via email and U.S. mail.  This notice 
ƛƴŎƭǳŘŜǎ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŀǎǎƛƎƴŜŘ CI! [ŜƴŘŜǊ LŘŜƴǘƛŦƛŎŀǘƛƻƴ bǳƳōŜǊ όCI! [ŜƴŘŜǊ L5ύΦ 
 
Neighborhood Watch may be used to look up a mortgagee by its legal name, DBA name or FHA Lender ID and verify the 
ŎƻƳǇŀƴȅΩǎ CI! ƭŜƴŘŜǊ ŀǇǇǊƻǾŀƭ ǎǘŀǘǳǎΦ    
Neighborhood Watch can be accessed at:  https://entp.hud.gov/sfnw/public/.  
  
To look up a lender, please click ƻƴ ǘƘŜ ά5Ŝǘŀƛƭǎέ ƭƛƴƪ ƻƴ ǘƘŜ ǿŜō ǇŀƎŜ ŀōƻǾŜ ŀƴŘ ǘƘŜƴ ǎŜƭŜŎǘ ά[ŜƴŘŜǊ 5ŜǘŀƛƭǎΦέ  ¢ƘŜ ǎŜŀǊŎƘ 
ǊŜǎǳƭǘǎ ǿƛƭƭ ǇǊƻǾƛŘŜ ǘƘŜ ƭŜƴŘŜǊΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎΣ ǇƘƻƴŜ ƴǳƳōŜǊΣ CI! ƭŜƴŘŜǊ L5 ƴǳƳōŜǊΣ ŎǳǊǊŜƴǘ CI! ƭŜƴŘŜǊ ǎǘŀǘǳǎΣ ƻǘƘŜǊ 
related information and any of its branches that are currently registered with FHA.   
 
Handbook 4000.1 I.A.3.e is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.   

4000.1 
I.A.3.e. 
 

68.  6/30/15 Can I become an FHA 
mortgagee without 
getting Direct 
Endorsement (DE) 
approval? 
 

Yes.  Unconditional Direct Endorsement (DE) Authority is a supplemental authority which permits a mortgagee to underwrite 
and close Title II Single Family mortgages prior to submitting them for FHA insurance endorsement.    An FHA approved 
mortgagee with Conditional Authority (has not entered or completed the test case phase) can originate FHA loans if 
sponsored by a mortgagee with FHA Unconditional DE Authority.  In this capacity, the sponsored mortgagee would be 
operating as a Third Party Originator (TPO).   
 
FHA allows originations between a TPO and an unconditional DE mortgagee that meet the following:    
1. The TPO must originate the loan.  
2. The DE mortgagee must underwrite the loan.  
3. The loan can be funded and closed by the TPO if the TPO is an FHA approved mortgagee.  
4. The FHA approved mortgagee serving as the TPO on the loan will not be able to access the loan file in the FHA 

Connection (FHAC).     
5. A relationship between a TPO and an unconditional DE lender must be registered in FHAC by the DE mortgagee. 
 
For additional information see Handbook 4000.1 I.A.5.a.i(A)(1)&(3); II.A.1.a.iii.(A)(1); II.A.1.a.iii.(B)(1)(b) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.5.a.i.(A)(1)& (3); 
II.A.1.a.iii.(A)(1); 
II.A.1.a.iii.(B)(1)(b) 

69.  6/30/15 Can a bank or credit 
union that is an FHA 
approved lender be a 
Sponsored Third Party 
Originator (TPO)? 
 

Yes.  A Third-Party Originator (TPO) is an entity that originates FHA-insured mortgages for an FHA-approved mortgagee. A 
TPO may be an FHA-approved entity or a non-FHA-approved entity. 
  
FHA allows  originations between a TPO and an unconditional Direct Endorsement (DE) mortgagee that meet the following:    
1.  The TPO must originate the loan.  
2.  The DE mortgagee must underwrite the loan.  
3.  The loan can be funded and closed by the TPO if the TPO is an FHA approved mortgagee.  
4.  The FHA approved mortgagee serving as the TPO on the loan will not be able to access the loan file in the FHA Connection 

(FHAC).    

4000.1 
Glossary; 
I.A.5.a.i.(A)(1)& (3); 
II.A.1.a.iii.(A)(1); 
II.A.1.a.iii.(B)(1)(b) 
 

https://entp.hud.gov/sfnw/public/
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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5.  A relationship between a TPO and an unconditional DE mortgagee must be registered by the DE mortgagee in FHAC. 
 
For additional information see Handbook 4000.1 I.A.5.a.i(A)(1)&(3); II.A.1.a.iii.(A)(1); II.A.1.a.iii.(B)(1)(b) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

70.  6/30/15 How does a mortgagee 
get its authorized 
functions changed? 
 

The mortgagee has an ongoing requirement to notify FHA of any changes to the information outlined in its application for 
CI! ŀǇǇǊƻǾŀƭ ƻǊ ƛƴ CI!Ωǎ ŜƭƛƎƛōƛƭƛǘȅ ǊŜǉǳƛǊŜƳŜƴǘǎΦ 
 
The mortgagee must submit all Information Updates, Notices of Material Event, and Change Requests to FHA using the 
Lender Electronic Assessment Portal (LEAP).  All Information Updates, Notices of Material Event, and Change Requests must 
be submitted within 10 business days of the change, unless otherwise specified in Handbook 4000.1 I.A.7. 
 
The mortgagee must: 
ω ƛƴŎƭǳŘŜ ŀ ŎƻǾŜǊ ƭŜǘǘŜǊ ǎƛƎƴŜŘ ōȅ ŀ ŎƻǊǇƻǊŀǘŜ ƻŦŦƛŎŜǊ ǎǳƳƳŀǊƛȊƛƴƎ ǘƘŜ ōǳǎƛƴŜǎǎ ŎƘŀƴƎŜόǎύΤ ŀƴŘ 
ω ǎǳōƳƛǘ ŀƴȅ ǊŜǉǳƛǊŜŘ ŘƻŎǳƳŜƴǘǎ ŀǎ ǎǇŜŎƛŦƛŜŘ ƛƴ IŀƴŘōƻƻƪ плллΦм LΦ!ΦоΦŎ ƻǊ ŀǎ ŘŜǎŎǊƛōŜŘ ƛƴ ǘƘŜ [9!t ¦ǎŜǊ aŀƴǳŀƭΦ 
 
The LEAP User Manual is available at www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals 
section. 
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.7 

71.  6/30/15 When must an FHA-
approved mortgagee 
report corporate officer 
updates or changes to 
FHA? 
 

The mortgagee must submit all corporate officer updates, to FHA using the Lender Electronic Assessment Portal (LEAP) 
within 10 business days of the change. 
 
The mortgagee must: 
ω ƛƴŎƭǳŘŜ ŀ cover letter signed by a corporate officer summarizing the business change(s); and 
ω ǎǳōƳƛǘ ŀƴȅ ǊŜǉǳƛǊŜŘ ŘƻŎǳƳŜƴǘǎ ŀǎ ǎǇŜŎƛŦƛŜŘ ƛƴ IŀƴŘōƻƻƪ плллΦм LΦ!ΦоΦŎ ƻǊ ŀǎ ŘŜǎŎǊƛōŜŘ ƛƴ ǘƘŜ [9!t ¦ǎŜǊ aŀƴǳŀƭΦ 
 
The LEAP User Manual is located at: http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.7.a is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.7.a 

72.  6/30/15 What types of business 
changes must a 
mortgagee report to 
FHA? 
 

The mortgagee has an ongoing requirement to notify FHA of any changes to the information outlined in its application for 
CI! ŀǇǇǊƻǾŀƭ ƻǊ ƛƴ CI!Ωǎ ŜƭƛƎƛōƛƭƛǘȅ ǊŜǉǳƛǊŜƳŜƴǘǎΦ 
 
Information Update 
!ƴ LƴŦƻǊƳŀǘƛƻƴ ¦ǇŘŀǘŜ ƛǎ ŀƴȅ ŎƘŀƴƎŜ ǘƻ ŀ ƳƻǊǘƎŀƎŜŜΩǎ ōŀǎƛŎ ƛƴǎǘƛǘǳǘƛƻƴ ƻǊ ōǊŀƴŎƘ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ ǘƘŜ CI! ǎȅǎǘŜƳǎ ǘƘŀǘ Ŏŀn 
be directly managed by the mortgagee. 

4000.1 
I.A.7.a 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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Notice of Material Event 
A Notice of Material Event is the method of submitting a required notice to FHA of a change to the information provided by 
the mortgagee at application as evidence of approval eligibility, ƻǊ ŀ ŎƘŀƴƎŜ ǘƘŀǘ ŀŦŦŜŎǘǎ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ǎǘŀƴŘƛƴƎ ŀǎ ŀƴ CI!-
approved mortgagee. 
 
Change Request 
A Change Request is the method of submitting information and/or business changes to FHA that requires FHA review and 
approval before acceptance. Any update or change that cannot be made by the mortgagee directly is submitted as a Change 
Request. 
 
The mortgagee must submit all Information Updates, Notices of Material Event, and Change Requests to FHA using the 
Lender Electronic Assessment Portal (LEAP) within 10 business days of the change, unless otherwise specified in Handbook 
4000.1 I.A.7. 
 
The mortgagee must: 

¶ include a cover letter signed by a corporate officer summarizing the business change(s); and 

¶ submit any required documents as specified in Handbook 4000.1 I.A.3.c or as described in the LEAP User Manual. 

The LEAP User Manual is located at: http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.3.c & I.A.7 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 
 

73.  6/30/15 When must an FHA-
approved mortgagee 
notify FHA of business 
changes in partnership 
or Principal Owners? 

The mortgagee must submit a Notice of Material Event to FHA if it experiences a change in partnership or principal owners 
using the Lender Electronic Assessment Portal (LEAP) within 10 business days of the change. This includes the addition or 
removal of partners or principal owners. 
 
A Notice of Material Event is the method of submitting a required notice to FHA of a change to the information provided by 
ǘƘŜ ƳƻǊǘƎŀƎŜŜ ŀǘ ŀǇǇƭƛŎŀǘƛƻƴ ŀǎ ŜǾƛŘŜƴŎŜ ƻŦ ŀǇǇǊƻǾŀƭ ŜƭƛƎƛōƛƭƛǘȅΣ ƻǊ ŀ ŎƘŀƴƎŜ ǘƘŀǘ ŀŦŦŜŎǘǎ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ǎǘŀƴŘƛƴƎ ŀǎ ŀƴ CI!-
approved mortgagee. 
 
The mortgagee must: 

¶ include a cover letter signed by a corporate officer summarizing the business change(s); and 

¶ submit any required documents as specified in Handbook 4000.1 I.A.3.c or as described in the LEAP User Manual. 

4000.1 
I.A.7. 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The LEAP User Manual is located at: http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.3.c & I.A.7 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

74.  6/30/15 What happens if an 
NMLS ID is revoked or a 
license/registration 
expires? 
 

The mortgagee must ensure that it and its employees comply with the Secure and Fair Enforcement for Mortgage Licensing 
Act of 2008 (SAFE Act), including the licensing and registration of its employees in the NMLS. 
 
The mortgagee must have an active state license, registration, or equivalent approval to operate its business in the 
jurisdiction where the home office is located. 
 
The mortgagee must ensure that each branch office has all licenses, registrations, or approvals required for the types of 
mortgagee functions or activities performed for the jurisdiction in which that office is located. 
A mortgagee that has been refused a state license or been sanctioned by any state in which it will originate FHA mortgages 
must disclose the circumstances of the refusal or sanction and the resolution to FHA. 
 
The mortgagee must submit a Notice of Material Event to FHA of any changes to its license(s) using the Lender Electronic 
Assessment Portal (LEAP) within 10 business days of the change. In the event of a lending license surrender or revocation, 
the mortgagee must notify FHA which license(s) has been surrendered and provide an explanation of each action. 
 
The mortgagee must ensure that its corporate officers, employees, and affiliates conducting FHA business on their behalf 
have all state and federal licenses and registrations required for the mortgagee functions or activities that will be performed. 
 
The Mortgagee Review Board (MRB) is authorized to impose civil money penalties and take administrative action against any 
FHA-approved mortgagee that does not comply with HUD and FHA statutory, regulatory, and any Handbook requirements. 
 
For more information about submitting a Notice of Material Event using LEAP refer to the LEAP User Manual located at: 
http://www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals section. 

 
Handbook 4000.1 I.A.3.c.iv.(B)(3)(b)(iii); I.A.3.c.vi; V.E.4  is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.3.c.iv.(B)(3)(b)(iii); 
I.A.3.c.vi; 
V.E.4 
 

75.  6/30/15 Has FHA's requirements 
been changed so a loan 
can close in the name 
of a non-FHA approved 
entity? 

A mortgagee must ensure its sponsored Third Party Originator (TPO) does not purchase or hold FHA insured loans and may 
not close loans in their own name. 
 
A mortgagee may permit its sponsored TPO to purchase or hold FHA insured loans and may close loans in their own name, if 
the TPO is also an FHA-approved mortgagee. For additional information see Handbook 4000.1 I.A.5.v.a.(B)available at 
http:// portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.5.a.v.(B) 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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76.  6/30/15 How does a mortgagee 
get its Fiscal Year 
revised/changed in 
FHA's computer 
systems? 
 

The mortgagee must submit a Change Request to FHA in order to change its fiscal year end date. 
 
The mortgagee must submit the Requests to FHA using the Lender Electronic Assessment Portal (LEAP) at least 90 days 
before the end of their current fiscal year, as reported to FHA. 
 
The mortgagee must: 
ω ƛƴŎƭǳde a cover letter signed by a corporate officer summarizing the business change(s); and 
ω ǎǳōƳƛǘ ŀƴȅ ǊŜǉǳƛǊŜŘ ŘƻŎǳƳŜƴǘǎ ŀǎ ǎǇŜŎƛŦƛŜŘ ƛƴ IŀƴŘōƻƻƪ плллΦм LΦ!ΦоΦŎ ƻǊ ŀǎ ŘŜǎŎǊƛōŜŘ ƛƴ ǘƘŜ [9!t ¦ǎŜǊ aŀƴǳŀƭΦ 
 
Before approving the change, FHA may require the mortgŀƎŜŜ ǘƻ ǎǳōƳƛǘ ƛƴǘŜǊƛƳ ŦƛƴŀƴŎƛŀƭ ǊŜǇƻǊǘǎ ǘƻ ŜƴǎǳǊŜ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ 
next annual renewal financial reports cover no more than 18 months. 
 
The LEAP User Manual is located at: http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.7.a & l is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.7.a & l 

77.  6/30/15 How do I add 
Authorized Agents in 
LEAP? 
 

A Principal/Authorized Agent Relationship is one in which a mortgagee with Unconditional Direct Endorsement (DE) 
authority permits another DE-approved mortgagee to underwrite mortgages on its behalf. 
 
The relationship must be documented in the Lender Electronic Assessment Portal (LEAP) by the authorized agent and the 
ǇǊƛƴŎƛǇŀƭΩǎ CI! [ŜƴŘŜǊ L5 Ƴǳǎǘ ōŜ ŜƴǘŜǊŜŘ ƛƴ ǘƘŜ άhǊƛƎƛƴŀǘƻǊέ ŦƛŜƭŘ ƻn the FHA case file and in FHAC. 
 
The principal must originate the mortgage and the authorized agent must underwrite the mortgage. The mortgage may 
ŎƭƻǎŜ ƛƴ ŜƛǘƘŜǊ ƳƻǊǘƎŀƎŜŜΩǎ ƴŀƳŜΣ ŀƴŘ ŜƛǘƘŜǊ Ƴŀȅ ǎǳōƳƛǘ ǘƘŜ ƳƻǊǘƎŀƎŜ ŦƻǊ ƛƴǎǳǊŀƴŎŜ ŜƴŘƻǊǎŜƳŜƴǘΦ 
 
The authorized agent must have Unconditional DE authority to underwrite the type of Mortgage that is being underwritten. 
The mortgagees must be approved as follows. 
 
To originate forward mortgages: 

¶ the principal may have Unconditional DE authority for either forward mortgages or Home Equity Conversion Mortgages 
(HECM); and 

¶ the authorized agent must have Unconditional DE authority for forward mortgages. 
 

To originate Home Equity Conversion Mortgages: 

¶ the principal may have Unconditional DE authority for either forward mortgages or HECM; and 

¶ the authorized agent must have Unconditional DE authority for HECM. 
 

4000.1 
I.A.5.a.iv. 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The LEAP User Manual is located at http://www.hud.gov/lenders under the LEAP Information link in the Approvals & 
Renewals section. 
 
Handbook 4000.1 I.A.5.a.iv. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

78.  6/30/15 What are the 
geographic limits for a 
lender's home or 
branch office when 
originating FHA loans? 
 

!ƴ ά!ǊŜŀ !ǇǇǊƻǾŜŘ ŦƻǊ .ǳǎƛƴŜǎǎέ ό!!C.ύ ƛǎ ǘƘŜ ƎŜƻƎǊŀǇƘƛŎ ŀǊŜŀ ƛƴ ǿƘƛŎƘ ŀ ƭŜƴŘŜǊΩǎ ƘƻƳŜ ƻǊ ōǊŀƴŎƘ ƻŦŦƛŎŜ ƛǎ permitted to 
originate or underwrite FHA mortgages. The AAFB is subdivided into HUD Field Office jurisdictions. 

 
All branch offices registered by a lender will initially be granted a nationwide AAFB. The branch may only exercise its 
authority to originate or underwrite FHA mortgages in those states where the lender fully complies with state origination 
and/or underwriting licensing and approval requirements. 
 
For additional information see Handbook 4000.1 I.A.4.b available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.4.b. 

79.  6/30/15 How does a lender 
obtain HUD approval to 
originate FHA loans 
nationwide? 
 

!ƴ ά!ǊŜŀ !ǇǇǊƻǾŜŘ ŦƻǊ .ǳǎƛƴŜǎǎέ ό!!C.ύ ƛǎ ǘƘŜ ƎŜƻƎǊŀǇƘƛŎ ŀǊŜŀ ƛƴ ǿƘƛŎƘ ŀ ƭŜƴŘŜǊΩǎ ƘƻƳŜ ƻǊ ōǊŀƴŎƘ ƻŦŦƛŎŜ ƛǎ ǇŜǊƳƛǘǘŜŘ ǘƻ 
originate or underwrite FHA Mortgages. The AAFB is subdivided into HUD Field Office jurisdictions. 

 
All branch offices registered by a lender will initially be granted a nationwide AAFB. The branch may only exercise its 
authority to originate or underwrite FHA Mortgages in those states where the lender fully complies with state origination 
and/or underwriting licensing and approval requirements. 
 
For additional information see Handbook 4000.1 I.A.4.b available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  

4000.1 
I.A.4.b.   

80.  6/30/15 Which branch offices of 
a lender must be 
registered with FHA? 
 

The mortgagee must register all branch offices in which it conducts FHA business, including originating, underwriting, and/or 
servicing FHA-ƛƴǎǳǊŜŘ ƳƻǊǘƎŀƎŜǎΦ !ƭƭ ōǊŀƴŎƘ ƻŦŦƛŎŜǎ Ƴǳǎǘ ƳŜŜǘ CI!Ωǎ staffing, office facilities, and operating requirements, 
and all applicable licensing requirements. 
 
For additional information see Handbook 4000.1 I.A.4.a; I.A.6. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.4.a; 
I.A.6. 

81.  6/30/15 Does FHA allow net 
branching? 
 

No. ¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ƴƻǘ ŜƴƎŀƎŜ ŀƴ ŜȄƛǎǘƛƴƎΣ ƭŜƎŀƭƭȅ ǎŜǇŀǊŀǘŜ ƳƻǊǘƎŀƎŜ ŎƻƳǇŀƴȅ ƻǊ ōǊƻƪŜǊ ǘƻ ŦǳƴŎǘƛƻƴ ŀǎ ǘƘŜ ƭŜƴŘŜǊΩǎ ōǊŀƴŎƘ 
office or Doing Business As (DBA) name or to conduct FHA activities using the ƭŜƴŘŜǊΩǎ CI! ŀǇǇǊƻǾŀƭΦ 
 
The lender must pay all of its own operating expenses, including the expenses of its home office and any branch offices 
where it conducts FHA business. The lender must maintain all accounts for operating expenses in its name. 
 
In cases where a lender acquires an existing office with the intent of operating it as a branch office, and the lease of the 
acquired office is not transferable to the lender, FHA will allow the lender to operate the acquired office as a branch office 
until the lease expires upon its own terms, so long as the lender can demonstrate that it has assumed financial liability for 

4000.1 
I.A.4.d; 
I.A.6.g.ii 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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the payment of the lease. In such cases, the lender must document and maintain evidence that it has assumed financial 
liability for the payment of the lease and produce this documentation to FHA upon request. 
 
For additional information see Handbook 4000.1 I.A.4.d;  I.A.6.g.ii available at  
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

82.  6/30/15 How does an FHA-
approved lender 
register a new branch 
office? 
 

All branch offices in which a lender conducts FHA business, including originating, underwriting, and/or servicing FHA-insured 
mortgages must be registered. The lender must register each branch office and pay branch office registration fees through 
the Lender Electronic Assessment Portal (LEAP). A 10-digit FHA lender ID will be assigned to each registered branch office. 
 
The lender cannot register a new branch office within a HUD Field Office jurisdiction in which it has withdrawn a branch 
office in the last siȄ ƳƻƴǘƘǎΦ LƴǎǘŜŀŘΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ƳŀƪŜ ŀ ǊŜǉǳŜǎǘ ǘƘǊƻǳƎƘ [9!t ǘƻ ǊŜŀǎǎƛƎƴ ǘƘŜ ŦƻǊƳŜǊ ƻŦŦƛŎŜΩǎ мл-digit 
FHA lender ID to the new branch and pay the branch office registration fee. 
 
For information on adding a branch refer to the LEAP User Manual located at: http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 
 
For additional information see Handbook 4000.1 I.A.4.a available at  
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.4.a 

83.  6/30/15 Does the term 
"corporate officer" 
include branch 
managers? 
 

No. A corporate office of a Nonsupervised and Investing Mortgagee is a natural person who serves as one of the following 
positions for a Nonsupervised or Investing Mortgagee: 

¶ Owner; 

¶ President;  

¶ Vice President;  

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or 

¶ Member or Manager of an LLC. 

A Corporate Officer of Supervised and Government Mortgagees is a natural person who serves as one of the following 
positions for a Supervised or Government Mortgagee: 

¶ President; 

¶ ±ƛŎŜ tǊŜǎƛŘŜƴǘ ƛƴ ŎƘŀǊƎŜ ƻŦ ƳŀƴŀƎƛƴƎ ƻǊ ƻǾŜǊǎŜŜƛƴƎ ŀƴȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎΤ 

4000.1 
I.A.3.c.iv.(B)(1)(a) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or  

¶ Specifically designated staff member(s) of a Government Mortgagee. 

For additional information see Handbook 4000.1 I.A.3.c.iv.(B)(1)(a) available at  
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

84.  6/30/15 What happens if a 
lender fails to complete 
the annual 
recertification of its 
FHA approval? 
 

¢ƻ ǊŜǘŀƛƴ ƛǘǎ CI! ŀǇǇǊƻǾŀƭΣ ŀ ƭŜƴŘŜǊ ƳǳǎǘΣ ǳƴƭŜǎǎ ƻǘƘŜǊǿƛǎŜ ƴƻǘŜŘΣ ŎƻƳǇƭŜǘŜ CI!Ωǎ ǊŜŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇǊƻŎŜǎǎ ƻƴ ŀƴ annual basis.  
9ŀŎƘ ƭŜƴŘŜǊ Ƴǳǎǘ ǎǳōƳƛǘ ƛǘǎ ǊŜŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇŀŎƪŀƎŜ ǿƛǘƘƛƴ фл Řŀȅǎ ŀŦǘŜǊ ǘƘŜ ƭŜƴŘŜǊΩǎ ŦƛǎŎŀƭ ȅŜŀǊ ŜƴŘΦ 
 
A lender may be referred to the Mortgagee Review Board (MRB) for failing to timely and satisfactorily complete the annual 
recertification process. 
 
For additional information see Handbook 4000.1 I.A.8.a & g available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.8.a & g 

85.  6/30/15 Does an FHA approved 
lender have to meet the 
liquidity and net worth 
requirements at all 
times? 
 

Supervised, Nonsupervised, and Investing Mortgagees must meet the adjusted net worth and liquidity requirements at all 
times. 
 
LŦ ŀǘ ŀƴȅ ǘƛƳŜ ŀ ƳƻǊǘƎŀƎŜŜΩǎ ŀŘƧǳǎǘŜŘ ƴŜǘ ǿƻǊǘƘ ƻǊ ƭƛǉǳƛŘƛǘȅ Ŧŀƭƭǎ ōŜƭƻǿ ǘƘŜ ǊŜǉǳƛǊŜŘ ƳƛƴƛƳǳƳΣ ǘƘŜ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ǎǳōƳƛǘ ŀ 
Notice of Material Event to FHA using the Lender Electronic Assessment Portal (LEAP) within 30 business days of the 
deficiency. The mortgagee must submit a corrective action plan that outlines the steps taken to mitigate the deficiency and 
includes relevant information, such as contributions and efforts made to obtain additional capital. 
 
For more information about submitting a Notice of Material Event using LEAP refer to the LEAP User Manual located at: 
http://www.hud.gov/lenders under the LEAP Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.3.c.vii; I.A.7.f is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.3.c.vii; 
I.A.7.f 

86.  6/30/15 Who can complete the 
FHA online Annual 
Certification on behalf 
of a mortgagee? 

The certification must be completed through the Lender Electronic Assessment Portal (LEAP) by a Corporate Officer of the 
mortgagee who has been granted the Certifying Official authorization in FHA Connection (FHAC). 
 
A Corporate Officer of a Nonsupervised and Investing Mortgagee is a natural person who serves as one of the following 

4000.1 
I.A.8.b; 
I.A.3.c.iv.(B)(1) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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 positions for a Nonsupervised or Investing Mortgagee: 

¶ Owner; 

¶ President;  

¶ Vice President;  

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or 

¶ Member or Manager of an LLC. 
 
A Corporate Officer of Supervised and Government Mortgagees is a natural person who serves as one of the following 
positions for a Supervised or Government Mortgagee: 

¶ President; 

¶ ±ƛŎŜ tǊŜǎƛŘŜƴǘ ƛƴ ŎƘŀǊƎŜ ƻŦ ƳŀƴŀƎƛƴƎ ƻǊ ƻǾŜǊǎŜŜƛƴƎ ŀƴȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ aƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎΤ 

¶ Chief Operating Officer (COO); 

¶ Chief Financial Officer (CFO); 

¶ Director; 

¶ Corporate Secretary; 

¶ Chief Executive Officer (CEO); 

¶ General Counsel; 

¶ Chairman of the Board; 

¶ General Partner; or  

¶ Specifically designated staff member(s) of a Government Mortgagee. 
 
For LEAP Information, including the LEAP User Manual, please visit the FHA Lenders page, Approvals and Renewal section, at 
http://www.hud.gov/lenders.  
 
Handbook 4000.1 I.A.8.b; I.A.3.c.iv.(B)(1)(a) is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.  
 
 
     
 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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87.  6/30/15 What are the annual 
recertification 
requirements for FHA-
approved Government 
Mortgagees? 
 

¢ƻ ǊŜǘŀƛƴ ƛǘǎ CI! ŀǇǇǊƻǾŀƭΣ ŀ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ŎƻƳǇƭŜǘŜ CI!Ωǎ ǊŜŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇǊƻŎŜǎǎ ƻƴ ŀƴ ŀƴƴǳŀƭ ōŀǎƛǎ within 90 days after 
their fiscal year end. 
 
Government mortgagees must submit the online certification to recertify their FHA approval, but are not required to pay a 
recertification fee or submit financial information. 
 
The mortgagee, through a corporate officer, must complete a series of annual certification statements that address the 
ƳƻǊǘƎŀƎŜŜΩǎ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ CI! ǊŜǉǳƛǊŜƳŜƴǘǎ ƻǾŜǊ ǘƘŜ ŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇŜǊƛƻŘΦ ¢ƘŜ ŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇŜǊƛƻŘ ƛǎ ǘƘŜ ƻƴŜ-year period 
ōŜƎƛƴƴƛƴƎ ƻƴ ǘƘŜ ŦƛǊǎǘ Řŀȅ ƻŦ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ǇǊƛƻǊ ŦƛǎŎŀƭ ȅŜŀǊ ŀƴŘ ŜƴŘƛƴƎ ƻƴ ǘƘŜ ƭŀǎǘ ŎŀƭŜƴŘŀǊ Řŀȅ ǘƘŜreof. 
 
The certification must be completed through the Lender Electronic Assessment Portal (LEAP) by a corporate officer of the 
mortgagee who has been granted the Certifying Official authorization in FHA Connection (FHAC). 
 
A corporate officer is a natural person who serves as one of the following positions for a government mortgagee: 

¶ President; 

¶ ±ƛŎŜ tǊŜǎƛŘŜƴǘ ƛƴ ŎƘŀǊƎŜ ƻŦ ƳŀƴŀƎƛƴƎ ƻǊ ƻǾŜǊǎŜŜƛƴƎ ŀƴȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ CI! ōǳǎƛƴŜǎǎΤ 

¶ Chief Operating Officer (COO); 

¶  Chief Financial Officer (CFO); 

¶  Director; 

¶  Corporate Secretary; 

¶  Chief Executive Officer (CEO); 

¶  General Counsel; 

¶  Chairman of the Board; 

¶  General Partner; or 

¶  Specifically designated staff member(s) of a Government Mortgagee. 
 
For LEAP Information, including the LEAP User Manual, please visit the FHA Lenders page, Approvals and Renewal section, at 
http://www.hud.gov/lenders.   
 
Handbook 4000.1:I.A.3.c.iv.(B)(1)(a) is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.3.c.iv.(B)(1)(a) 

88.  6/30/15 When must a newly 
FHA approved lender 
submit its first renewal 
audit of its financial 
statements? 
 

Lenders approved using audited financial statements that covered a time period ending within the six months before 
approval are not required to submit a recertification package after the close of that fiscal year. 
 
At the close of the first, full fiscal year following receipt of FHA approval, the lender must submit audited financial 
statements covering the period from the ending date of the financial statements used to obtain initial approval, and ending 
at the close of the lenŘŜǊΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ŦƛǎŎŀƭ ȅŜŀǊΦ [ŜƴŘŜǊǎ Ƴŀȅ ƴƻǘ ǎǳōƳƛǘ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ǘƘŀǘ ŎƻǾŜǊ ŀ ǇŜǊƛƻŘ ƻŦ ƳƻǊŜ 
than 18 months.  

4000.1 
I.A.8.a.iii 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For additional information see Handbook 4000.1 I.A.8.a.iii available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

89.  6/30/15 How do I add an Officer 
to complete the online 
annual recertification to 
renew my FHA 
approval? 
 

The certification must be completed through the Lender Electronic Assessment Portal (LEAP) by a corporate officer of the 
mortgagee who has been granted the Certifying Official authorization in FHA Connection (FHAC). 
 
¢ƘŜ ƛƴǎǘƛǘǳǘƛƻƴΩǎ ŀǇǇƭƛŎŀǘƛƻƴ ŎƻƻǊŘƛƴŀǘƻǊǎ Ƴŀȅ ŀǎǎƛƎƴ ǘƘŜ /ŜǊǘƛŦȅƛƴƎ hŦŦƛŎƛŀƭ ŀǳthorization role to up to three corporate 
ƻŦŦƛŎŜǊǎΩ ǳǎŜǊ L5ǎΦ  
   
The application coordinators may assign annual certification authority by completing these steps:  

¶ Sign into the FHA Connection (FHAC);  

¶ click on "ID Maintenance"; 

¶ ŎƭƛŎƪ ƻƴ άCIA Connection I5 !ŘƳƛƴƛǎǘǊŀǘƛƻƴέΤ  

¶ enter the user ID of the corporate officer who will do the annual certification in the "By ID" field;  

¶ click send;  

¶ scroll down to "Authorization for Lender Electronic Assessment Portal Applications"; 

¶ ŎƘŜŎƪ ά/ŜǊǘƛŦȅƛƴƎ hŦŦƛŎƛŀƭέΣ ŀƴŘ  

¶ click "Send".  The change is effective the next business day.  
 
To register a corporate officer in LEAP, the mortgagee must: 

¶ include a cover letter signed by a Corporate Officer summarizing the business change(s); and 

¶ submit any required documents as specified in Handbook 4000.1 I.A.3 or as described in the LEAP User Manual. 
 
For LEAP Information, including the LEAP User Manual, please visit the FHA Lenders page, Approvals and Renewal section, at 
http://www.hud.gov/lenders.  
 
Handbook 4000.1 I.A.8.b.ii & I.A.7.a.iii is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 I.A.8.b.ii; 
I.A.7.a.iii 
 
LEAP User Manual 

90.  6/30/15 Can an FHA-approved 
Lender pay its annual 
recertification fee 
directly in pay.gov? 
 

No.  All fee payments must be made electronically via the Lender Electronic Assessment Portal (LEAP). LEAP uses a direct 
ǿŜō ǎŜǊǾƛŎŜ ǿƛǘƘ ǘƘŜ ¢ǊŜŀǎǳǊȅ 5ŜǇŀǊǘƳŜƴǘΩǎ tŀȅΦDƻǾ ǎŜǊǾƛŎŜΦ 
 
For LEAP Information, including the LEAP User Manual, please visit the FHA Lenders page, Approvals and Renewal section, at 
http://www.hud.gov/lenders.  
 
Handbook 4000.1 I.a.8.c. is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      
 
 

4000.1 
I.A.8.c 
 
LEAP User Manual 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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91.  6/30/15 Can a mortgagee obtain 
an extension for 
submission of their 
financial statements in 
LEAP? 

The mortgagee may request an extension of its recertification package due date. Extension requests must be submitted 
through the Lender Electronic Assessment Portal (LEAP) at least 45 days prior to the mortgaƎŜŜΩǎ ǊŜŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇŀŎƪŀƎŜ ŘǳŜ 
date. 
 
For LEAP Information, including the LEAP User Manual, please visit the FHA Lenders page, Approvals and Renewal section, at 
http://www.hud.gov/lenders.  
 
Handbook 4000.1 I.A.8.f is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.8.f 

92.  6/30/15 When does a newly 
FHA-approved lender 
have to pay its first 
annual recertification 
fee? 
 

The recertification fee is non-refundable and will not be prorated. 
 
Lenders approved using financial statements that covered a time period ending within the six months before approval are 
not required to submit a recertification package after the close of that fiscal year. 
 
For additional information see Handbook 4000.1 I.A.8.a.iii; I.A. 8.c available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      
 
The Lender Electronic Assessment Portal (LEAP) User Manual is located at:  http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 

4000.1 
I.A.8.a.iii and 8.c 

93.  6/30/15 What is the Online 
Certification process for 
Mortgagee Annual 
Recertification? 
 

The mortgagee, through a corporate officer, must complete a series of annual certification statements that address the 
ƳƻǊǘƎŀƎŜŜΩǎ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ CI! ǊŜǉǳƛǊŜƳŜƴǘǎ ƻǾŜǊ ǘƘŜ ŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇŜǊƛƻŘΦ ¢ƘŜ ŎŜǊǘƛŦƛŎŀǘƛƻƴ ǇŜǊƛƻŘ ƛǎ ǘƘŜ ƻƴŜ-year period 
beginning on thŜ ŦƛǊǎǘ Řŀȅ ƻŦ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ǇǊƛƻǊ ŦƛǎŎŀƭ ȅŜŀǊ ŀƴŘ ŜƴŘƛƴƎ ƻƴ ǘƘŜ ƭŀǎǘ ŎŀƭŜƴŘŀǊ Řŀȅ ǘƘŜǊŜƻŦΦ 
 
The certification must be completed through the Lender Electronic Assessment Portal (LEAP) by a corporate officer of the 
mortgagee who has been granted the Certifying Official authorization in FHA Connection (FHAC). If a mortgagee is unable to 
truthfully certify to one or more of the statements set forth in the online certification, the mortgagee must not make the 
particular certification. 
 
The mortgagee must submit an explanation for each certification that it is unable to complete. Supporting documentation 
may be submitted with the explanation. LŦ ŀŘŘƛǘƛƻƴŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ƛǎ ǊŜǉǳƛǊŜŘ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŜȄǇƭŀƴŀǘƛƻƴΣ CI! 
will advise what additional information or documentation is required and provide a due date for the submission of the 
requested information or documentation. 
 
CI! ǿƛƭƭ ǊŜǾƛŜǿ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŜȄǇƭŀƴŀǘƛƻƴ ŀƴŘ ŎƻƳƳǳƴƛŎŀǘŜ ǘƻ ǘƘŜ ƳƻǊǘƎŀƎŜŜ ŀƴȅ ŀŘŘƛǘƛƻƴŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ƻǊ 
documentation ƴŜŜŘŜŘ ǘƻ ǊŜƴŘŜǊ ŀ Ŧƛƴŀƭ ŘŜŎƛǎƛƻƴ ǊŜƎŀǊŘƛƴƎ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƳǇƭŜǘŜ ǘƘŜ ŀƴƴǳŀƭ ǊŜŎŜǊǘƛŦƛŎŀǘƛƻƴ 
process. 
 
If a mortgagee submits a false certification to FHA, the mortgagee and its certifying corporate officer may be referred for 

4000.1 
I.A.8.b 

https://entp.hud.gov/clas/index.cfm
http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
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criminal, civil, or administrative actions, as appropriate. 
 
The Lender Electronic Assessment Portal (LEAP) User Manual is located at:  http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.8.b is available at  
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

94.  6/30/15 Can someone other 
than a Corporate 
Officer complete the 
Annual Certification? 

The certification must be completed through the Lender Electronic Assessment Portal (LEAP) by a corporate officer of the 
mortgagee who has been granted the Certifying Official authorization in FHA Connection (FHAC). 
 
The Lender Electronic Assessment Portal (LEAP) User Manual is located at:  http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.8.b is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1 
I.A.8.b 

95.  6/30/15 What must I do if I am 
unable to certify the 
company meets HUD 
annual recertification 
requirements? 
 

If a mortgagee is unable to truthfully certify to one or more of the statements set forth in the Lender Electronic Assessment 
Portal (LEAP) online certification, the mortgagee must not make the particular certification. The corresponding box should 
ōŜ ƭŜŦǘ ǳƴŎƘŜŎƪŜŘ ŀƴŘ ǘƘŜ ά¦ƴŀōƭŜ ǘƻ /ŜǊǘƛŦȅέ ƻǇǘƛƻƴ ǎŜƭŜŎǘŜŘΦ 
 
The mortgagee must submit an explanation for each certification that it is unable to complete. Supporting documentation 
may be submitted with its explanation. LŦ ŀŘŘƛǘƛƻƴŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ƛǎ ǊŜǉǳƛǊŜŘ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŜȄǇƭŀƴŀǘƛƻƴΣ CI! 
will advise what additional information or documentation is required and provide a due date for the submission of the 
requested information or documentation. 
 
CI! ǿƛƭƭ ǊŜǾƛŜǿ ǘƘŜ ƳƻǊǘƎŀƎŜŜΩǎ ŜȄǇƭŀƴŀǘƛƻƴ ŀƴŘ ŎƻƳƳǳƴƛŎŀǘŜ ǘƻ ǘƘŜ ƭŜƴŘŜǊ ŀƴȅ ŀŘŘƛǘƛƻƴŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ƻǊ ŘƻŎǳƳŜƴǘŀǘƛƻƴ 
ƴŜŜŘŜŘ ǘƻ ǊŜƴŘŜǊ ŀ Ŧƛƴŀƭ ŘŜŎƛǎƛƻƴ ǊŜƎŀǊŘƛƴƎ ǘƘŜ ƭŜƴŘŜǊΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƳplete the annual recertification process. 
 
The Lender Electronic Assessment Portal (LEAP) User Manual is located at:  http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 IA.8.b.iii is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

4000.1  
I.A.8.b.ii 
 
LEAP User Manual 

96.  6/30/15 What are the financial 
reporting requirements 
for small supervised 
mortgagees? 
 

A small supervised mortgagee is a supervised mortgagee that has consolidated assets below the threshold for audited 
financial reporting established by the Federal Banking Agency with oversight of the mortgagee. Thresholds are codified at 12 
CFR 363.1(a), 562.4(b)(2), and 715.4(c), and are subject to change. 
 
At application for approval a small supervised mortgagee must submit a copy of its unaudited regulatory report (i.e., report 
ƻŦ ŎƻƴŘƛǘƛƻƴ ŀƴŘ ƛƴŎƻƳŜΣ ŀƭǎƻ ƪƴƻǿƴ ŀǎ ǘƘŜ άŎŀƭƭ ǊŜǇƻǊǘΣέ ǿƘƛŎƘ ƛǎ ǎǳōƳƛǘǘŜŘ ƻƴ ǘƘŜ CŜŘŜǊŀƭ CƛƴŀƴŎƛŀƭ Lƴǎǘƛǘǳǘƛƻƴǎ 

4000.1 
I.A.3.c.vii.(C)(1); 
I.A.8.d.i 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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Examination Council Forms 031 and 041, or a consolidated or fourth quarter NCUA call report, submitted on NCUA Form 
5300 or 5310) signed by a corporate officer that aligns with its fiscal year end. 
 
At renewal a small supervised mortgagee must submit a copy of its unaudited regulatory report, signed by a corporate 
officer, which aligns with its fiscal year end in the Lender Electronic Assessment Portal (LEAP). 
 
The Lender Electronic Assessment Portal (LEAP) User Manual is located at:  http://www.hud.gov/lenders under the LEAP 
Information link in the Approvals & Renewals section. 
 
Handbook 4000.1 I.A.3.c.vii.(C)(1); I.A.8.d.i is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh.      

97.  6/30/15 How does a lender 
verify their annual 
renewal fee payment 
has been received and 
processed? 
 

Payment, Correspondence, and Recertification History can be viewed in the Lender Electronic Assessment Portal (LEAP) by 
selecting the History drop-down on the Menu Bar. 
 
!ƴ LƴǎǘƛǘǳǘƛƻƴΩǎ ǇŀȅƳŜƴǘ ƘƛǎǘƻǊȅ Ŏŀƴ ōŜ ǾƛŜǿŜŘ ōȅ ǎŜƭŜŎǘƛƴƎ άtŀȅƳŜƴǘ IƛǎǘƻǊȅέΦ The Payment History page will show any 
Pay.gov payments required or made by the Institution.   
 
For LEAP Information, including the LEAP User Manual, please visit the FHA Lenders page, Approvals and Renewal section, at 
http://www.hud.gov/lenders.  

LEAP User Manual 

http://www.hud.gov/lenders
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://www.hud.gov/lenders
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98.  6/17/15 What are the guidelines 
for borrowers with a 
short sale on a previous 
principal residence? 

 

A Borrower is generally not eligible for a new FHA-insured mortgage if they relinquished a property through a 
short sale within three years from the date of case number assignment.  
The lender must document the passage of three years since the date of the short sale. If the short sale occurred 
within three years of the case number assignment date, the mortgage must be downgraded to a Refer and 
manually underwritten.  This three-year period begins on the date of transfer of title by short sale.  
If the credit report does not verify the date of the transfer of title by short sale, the lender must obtain the short 
sale documents. 
 
Exception for Borrower Current at Time of Short Sale 
A Borrower is considered eligible for a new FHA-insured mortgage if, from the date of case number assignment 
for the new mortgage:  

¶ all Mortgage Payments on the prior mortgage were made within the month due for the 12-month period 
preceding the short sale; and  

¶ installment debt payments for the same time period were also made within the month due.  
 
Exception for Extenuating Circumstances 
The lender may grant an exception to the three-year requirement if the short sale was the result of documented 
extenuating circumstances that were beyond the control of the Borrower, such as a serious illness or death of a 
wage earner, and the Borrower has re-established good credit since the short sale.  
 
Divorce is not considered an extenuating circumstance. An exception may, however, be granted where a 
.ƻǊǊƻǿŜǊΩǎ ƳƻǊǘƎŀƎŜ ǿŀǎ ŎǳǊǊŜƴǘ ŀǘ ǘƘŜ ǘƛƳŜ ƻŦ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ ŘƛǾƻǊŎŜΣ ǘƘŜ ŜȄ-spouse received the property, and 
there was a subsequent short sale.  
 
The inability to sell the property due to a job transfer or relocation to another area does not qualify as an 
extenuating circumstance.  
 
If the short sale was the result of a circumstance beyond the BorrowŜǊΩǎ ŎƻƴǘǊƻƭΣ ǘƘŜ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ƻōǘŀƛƴ ŀƴ 
ŜȄǇƭŀƴŀǘƛƻƴ ƻŦ ǘƘŜ ŎƛǊŎǳƳǎǘŀƴŎŜ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŀǘ ǘƘŜ ŎƛǊŎǳƳǎǘŀƴŎŜ ǿŀǎ ōŜȅƻƴŘ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ ŎƻƴǘǊƻƭΦ 
 
For additional information see Handbook 4000.1 II.A.4.a.v; II.A.4.b.iii.(G);  II.A.5.a.iii.(J) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1  
II.A.4.a.v 
II.A.4.b.iii.(G)   
II.A.5.a.iii.(J) 

99.  6/17/15 Are loan amounts 
restricted when the 
purchase involves an 
identity of interest? 

The maximum LTV percentage for Identity-of-Interest transactions on Principal Residences, including transactions 
where a tenant-landlord relationship exists at the time of contract execution, is restricted to 85 percent.  
 
An Identity-of-Interest Transaction is a sale between parties with an existing Business Relationship or between 
Family Members as defined in Handbook 4000.1 II.A.2.b.ii.(A). 
 

4000.1 
II.A.2.b.ii.(A)   

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The 85 percent maximum LTV restriction does not apply for Identity-of-Interest transactions under the following 
circumstances: 
 
FAMILY MEMBER TRANSACTIONS 

¶ the Principal Residence of another Family Member; or  

¶ a property owned by another Family Member in which the Borrower has been a tenant for at least six 
months immediately predating the sales contract. A lease or other written evidence to verify occupancy is 
required.  

 
.¦L[59wΩ{ 9at[h¸99 t¦w/I!{9 

¶ !ƴ ŜƳǇƭƻȅŜŜ ƻŦ ŀ ōǳƛƭŘŜǊΣ ǿƘƻ ƛǎ ƴƻǘ ŀ CŀƳƛƭȅ aŜƳōŜǊΣ ǇǳǊŎƘŀǎŜǎ ƻƴŜ ƻŦ ǘƘŜ ōǳƛƭŘŜǊΩǎ ƴŜǿ ƘƻǳǎŜǎ ƻǊ 
models as a Principal Residence.  

 
CORPORATE TRANSFER  

¶ ! ŎƻǊǇƻǊŀǘƛƻƴ ǘǊŀƴǎŦŜǊǎ ŀƴ ŜƳǇƭƻȅŜŜ ǘƻ ŀƴƻǘƘŜǊ ƭƻŎŀǘƛƻƴΣ ǇǳǊŎƘŀǎŜǎ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ƘƻǳǎŜΣ ŀƴŘ ǎŜƭƭǎ ǘƘŜ 
house to another employee.  

 
TENANT PURCHASE 

¶ the current tenant purchases the property where the tenant has rented the property for at least six months 
immediately predating the sales contract.  A lease or other written evidence to verify occupancy is required. 

 
For additional information see Handbook 4000.1 II.A.2.b.ii.(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

100.  6/17/15 How does FHA define 
άCŀƳƛƭȅ aŜƳōŜǊέΚ 

Family Member is defined as follows, regardless of actual or perceived sexual orientation, gender identity, or 
legal marital status:  

¶ child, parent, or grandparent  

- a child is defined as a son, stepson, daughter, or stepdaughter  

- a parent or grandparent includes a step-parent/grandparent or foster parent/grandparent  

¶ spouse or domestic partner  

¶ legally adopted son or daughter, including a child who is placed with the borrower by an authorized agency 
for legal adoption  

¶  foster child  

¶  brother, stepbrother  

¶  sister, stepsister  

¶  uncle  

¶ aunt, or  

4000.1 
Glossary 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶  a son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-law, sister-in-law of the borrower.  

 

For additional information see Handbook 4000.1 Glossary available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 
 

101.  6/17/15 Does FHA require a 
minimum credit score 
and how is it 
determined? 

The borrower is not eligible for FHA-insured financing if the Minimum Decision Credit Score (MDCS) is less than 
500. 
If the MDCS is between 500 and 579 the borrower is limited to a maximum LTV of 90%. 
If the MDCS is at or above 580 the borrower is eligible for maximum financing. 
 
The lender must downgrade and manually underwrite a mortgage that received an Accept recommendation if 
only the non-occupying co-borrower has a credit score.  Borrowers with non-traditional or insufficient credit 
histories are eligible for maximum financing, but must be manually underwritten using the procedures in 
Handbook 4000.1 II.A.5. 
 
The MDCS refers to:  

¶ ǘƘŜ ŎǊŜŘƛǘ ǎŎƻǊŜ ǊŜǇƻǊǘŜŘ ƻƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎǊŜŘƛǘ ǊŜǇƻǊǘ ǿƘŜƴ ŀƭƭ ǊŜǇƻǊǘŜŘ ǎŎƻǊŜǎ ŀǊŜ ǘƘŜ ǎŀƳŜΦ 

¶ the lowest score where two differing scores are reported.  

¶ the middle score where three differing scores are reported. 
 
An MDCS is determined for each borrower. Where the mortgage involves multiple borrowers, the lender must 
determine the MDCS for each borrower, and then select the lowest MDCS for all borrowers.  
 
Where the mortgage involves multiple borrowers and one or more of the borrowers do not have a credit score 
(non-traditional or insufficient credit), the lender must select the lowest MDCS of the borrower(s) with credit 
score(s).   
The lender must review the credit report to determine the borrower's MDCS, except for mortgages to be insured 
under Sections 247 and 248.  
 
For additional information see Handbook 4000.1 II.A.1.b.ii.(A)(3); II.A.2.b.i.(A); II.A.5.a.ii.(B)available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.1.b.ii.(A)(3) 
II.A.2.b.i.(A)   
II.A.5.a.ii.(B) 
 

102.  6/17/15 What are the guidelines 
for co-borrowers and 
co-signers? 
 

To be eligible, all occupying and non-occupying borrowers and co-borrowers must take title to the property in 
their own name or a living trust at settlement, be obligated on the Note or credit instrument, and sign all security 
instruments.  
 
In community pǊƻǇŜǊǘȅ ǎǘŀǘŜǎΣ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǎǇƻǳǎŜ ƛǎ ƴƻǘ ǊŜǉǳƛǊŜŘ ǘƻ ōŜ ŀ ōƻǊǊƻǿŜǊΦ IƻǿŜǾŜǊΣ ǘƘŜ ƳƻǊǘƎŀƎŜ 
must be executed by all parties necessary to make the lien valid and enforceable under State Law. 
 

4000.1 II.A.1.b.ii.(A) 
II.A.1.b.ii.(A)(4)-(6) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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Cosigners are liable for the debt and therefore, must sign the Note. Cosigners do not hold an ownership interest 
in the subject property and therefore, do not sign the security instrument. 
 
Non-occupying co-borrowers or cosigners must either be United States (U.S.) citizens or have a principal 
residence in the U.S. 
 
A party who has a financial interest in the mortgage transaction, such as the seller, builder or real estate agent, 
may not be a co-borrower or a cosigner. Exceptions may be granted when the party with the financial interest is a 
family member. 
 
For additional information see Handbook 4000.1 II.A.1.b.ii.(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

103.  6/17/15 Do borrowers have to 
be U.S. citizens to 
qualify for FHA 
financing? 
 

U.S. citizenship is not required for eligibility. The lender must determine the residency status of the borrower 
based on information provided on the application and other applicable documentation. In no case is a Social 
Security card sufficient to prove immigration or work status. 
 
A borrower with lawful permanent resident alien status may be eligible provided the borrower satisfies the same 
requirements, terms and conditions as those for U.S. citizens. The file must include evidence of the permanent 
residency and indicate that the borrower is a lawful permanent resident alien on the URLA.  
 
The U.S. Citizenship and Immigration Services (USCIS) within the Department of Homeland Security provides 
evidence of lawful, permanent residency status. 
 
A borrower who is a non-permanent resident alien may be eligible provided:  

¶ ǘƘŜ ǇǊƻǇŜǊǘȅ ǿƛƭƭ ōŜ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǇǊƛƴŎƛǇŀƭ ǊŜǎƛdence;  

¶ the borrower has a valid SSN, except for those employed by the World Bank, a foreign embassy, or 
equivalent employer identified by HUD;  

¶ the borrower is eligible to work in the United States, as evidenced by the Employment Authorization 
Document issued by the USCIS; and  

¶ the borrower satisfies the same requirements, terms and conditions as those for U.S. citizens.  

 

The Employment Authorization Document is required to substantiate work status. If the Employment 
Authorization Document will expire within one year and a prior history of residency status renewals exists, the 
lender may assume that continuation will be granted. If there are no prior renewals, the lender must determine 
the likelihood of renewal based on information from the USCIS.  
 
A borrower residing in the U.S. by virtue of refugee or asylee status granted by the USCIS is automatically eligible 

4000.1 
II.A.1.b.ii.(A)(8)-(9) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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to work in this country. The Employment Authorization Document is not required, but documentation 
substantiating the refugee or asylee status must be obtained. 
 
Non-U.S. citizens without lawful residency in the U.S. are not eligible. 
 
For additional information see Handbook 4000.1 II.A.1.b.ii.(A)(8)-(9) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

104.  6/17/15 Does FHA have cash 
reserve requirements? 
 

The lender must verify and document reserves ŜǉǳƛǾŀƭŜƴǘ ǘƻ ǘƘǊŜŜ ƳƻƴǘƘǎΩ tǊƛƴŎƛǇŀƭΣ LƴǘŜǊŜǎǘΣ ¢ŀȄŜǎΣ ŀƴŘ 
Insurance (PITI) after closing for all mortgages for three- to four-unit properties. 
 
CƻǊ Ƴŀƴǳŀƭƭȅ ǳƴŘŜǊǿǊƛǘǘŜƴ ƳƻǊǘƎŀƎŜǎΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǾŜǊȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǊŜǎŜǊǾŜǎ ŜǉǳƛǾŀƭŜƴǘ ǘƻ ƻƴŜ ƳƻƴǘƘΩǎ 
PITI after closing for one- to two-unit properties. 
 
The lender must verify and document all assets submitted to the Automated Underwriting System (AUS).  
wŜǎŜǊǾŜǎ ǊŜŦŜǊ ǘƻ ǘƘŜ ǎǳƳ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǾŜǊƛŦƛŜŘ ŀƴŘ ŘƻŎǳƳŜƴǘŜŘ ƭƛǉǳƛŘ ŀǎǎŜǘǎ Ƴƛƴǳǎ ǘƘŜ ǘƻǘŀƭ ŦǳƴŘǎ ǘhe 
borrower is required to pay at closing.  
Reserves do not include:  

¶ the amount of cash taken at settlement in cash-out transactions;  

¶  incidental cash received at settlement in other loan transactions;  

¶  gift funds;  

¶  equity in another property; or  

¶ borrowed funds from any source.  

 
For additional information see Handbook 4000.1 II.A.4.d.i.(C); II.A.5.c.i.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.4.d.i.(C) 
II.A.5.c.i.(C) 

105.  6/17/15 Is a borrower eligible if 
they have a delinquent 
Federal debt but have a 
clear CAIVRS? 
 

If a delinquent federal debt is reflected in a public record, credit report or equivalent, or CAIVRS or an equivalent 
system, the lender must verify the validity and delinquency status of the debt by contacting the creditor agency 
to whom the debt is owed. 
 
If the creditor agency confirms that the debt is valid and in delinquent status as defined by the Debt Collection 
Improvement Act, then the borrower is ineligible for an FHA-insured mortgage until the borrower resolves the 
debt with the creditor agency.  
 
In order for a borrower with verified delinquent federal debt to become eligible, the borrower must resolve their 
federal non-tax debt in accordance with the Debt Collection Improvement Act.  
The creditor agency that is owed the debt can verify that the debt has been resolved in accordance with the Debt 
Collection Improvement Act. 

4000.1 
II.A.1.b.ii.(A)(10) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The lender must include documentation from the creditor agency to support the verification and resolution of 
the debt. 
 
For additional information see Handbook 4000.1 II.A.1.b.ii.(A)(10) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

106.  6/17/15 How does FHA define 
owner occupant? 
 

At least one borrower must occupy the property as their principal residence within 60 Days of signing the security 
instrument and intend to continue occupancy for at least one year.    
 
For additional information see Handbook 4000.1 II.A.1.b.iii.(A)(2)(a) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 
II.A.1.b.iii.(A)(2)(a) 

107.  6/17/15 How do I confirm 
whether the borrower 
is the person whose 
name appears on the 
HUD LDP List or GSA 
List of Excluded Parties? 
 

The lender must check the HUD Limited Denial of Participation (LDP) list and System for Award Management 
(SAM) and follow appropriate procedures defined by that system to confirm eligibility for all participants involved 
in the transaction. 
 
A borrower is not eligible to participate in FHA-insured mortgage transactions if they are suspended, debarred, or 
otherwise excluded from participating in HUD programs. 
 
The lender must:  

¶ ŎƘŜŎƪ ǘƘŜ I¦5 [5t ƭƛǎǘ ǘƻ ŎƻƴŦƛǊƳ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƭƛƎƛōƛƭƛǘȅ ǘƻ ǇŀǊǘƛŎƛǇŀǘŜ ƛƴ ŀƴ CI!-insured mortgage 
transaction.  

¶ check SAM and follow appropriate procedures defined by that system to confirm eligibility for participation.  

¶ ŎƘŜŎƪ ǘƘŜ ά¸Ŝǎέ ōƻȄ ƻƴ ŦƻǊƳ I¦5-92900-LT if the borrower appears on either the LDP or SAM list. 
 
A mortgage is not eligible for FHA insurance if anyone particƛǇŀǘƛƴƎ ƛƴ ǘƘŜ ƳƻǊǘƎŀƎŜ ǘǊŀƴǎŀŎǘƛƻƴ ƛǎ ƭƛǎǘŜŘ ƻƴ I¦5Ωǎ 
LDP list or in SAM as being excluded from participation in HUD transactions. This may include but is not limited 
to:  

¶ seller (except where selling the principal residence)  

¶ listing and selling real estate agent  

¶  loan officer  

¶  loan processor  

¶ underwriter  

¶ appraiser  

¶ 203(k) consultant  

 
For additional information see Handbook 4000.1 II.A.1.b.ii.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.1.b.ii.(B) 
 
 

 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh


 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing Handbook 4000.1 that will 
become effective on September 14, 2015.  These FAQs are not applicable to the FHA policies currently in effect.  These FAQs are for informational purposes 

only and do not establish or moŘƛŦȅ ǘƘŜ ǇƻƭƛŎȅ ŎƻƴǘŀƛƴŜŘ ƛƴ CI!Ωǎ IŀƴŘōƻƻƪǎ ŀƴŘ aƻǊǘƎŀƎŜŜ [ŜǘǘŜǊǎ ƛƴ ŀƴȅ ǿŀȅΦ 
 

 

FHA Single Family Housing Policy Handbook (HUD Handbook 4000.1) Frequently Asked Questions Preview 

52 

Credit Underwriting 
Row # Added FAQ Answer References 

108.  6/17/15 Is a social security 
number required to 
obtain an FHA loan? 
 

In order to obtain FHA-insured financing each borrower must provide evidence of their Social Security Number 
(SSN) to the lender.   
The lender must: 

¶ Validate and document an SSN for each borrower, co-borrower, or cosigner on the mortgage by:  
- ŜƴǘŜǊƛƴƎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƴŀƳŜΣ ŘŀǘŜ ƻŦ ōƛǊǘƘΣ ŀƴŘ {{b ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊκŀŘŘǊŜǎǎ ǾŀƭƛŘŀǘƛƻƴ ǎŎǊŜŜƴ ǘƘǊƻǳƎƘ 

FHA Connection (FHAC); and  

- ŜȄŀƳƛƴƛƴƎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƻǊƛƎƛƴŀƭ Ǉŀȅ ǎǘǳōǎΣ ²-2 forms, valid tax returns obtained directly from the IRS, 
or other document relied upon to underwrite the mortgage; and  

¶ Resolve any inconsistencies or multiple SSNs for individual borrowers that are revealed during mortgage 
processing and underwriting using a service provider to verify the SSN with the Social Security Administration 
(SSA).  

 
Only State and local government agencies, instrumentalities of government and HUD-approved Nonprofit 
organizations are not required to provide an SSN.   
 
For additional information see Handbook 4000.1 II.A.1.b.ii.(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 
II.A.1.b.ii.(A) 

109.  6/17/15 Can I use FHA financing 
to acquire a second 
home? 
 

Secondary residence refers to a dwelling that a borrower occupies, in addition to their principal residence, but 
less than a majority of the calendar year. A secondary residence does not include a vacation home. 
 
Secondary residences are only permitted with written approval from the Jurisdictional Homeownership Center 
(HOC) after a determination that:  

¶ the borrower has no other secondary residence;  

¶ the secondary residence will not be a vacation home or be otherwise used primarily for recreational 
purposes;  

¶ ǘƘŜ ŎƻƳƳǳǘƛƴƎ ŘƛǎǘŀƴŎŜ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǿƻǊƪǇƭŀŎŜ ŎǊŜŀǘŜǎ ŀƴ ǳƴŘǳŜ ƘŀǊŘǎƘƛǇ ƻƴ ǘƘŜ ōƻǊǊƻǿŜǊ ŀƴŘ ǘƘŜǊŜ 
ƛǎ ƴƻ ŀŦŦƻǊŘŀōƭŜ ǊŜƴǘŀƭ ƘƻǳǎƛƴƎ ƳŜŜǘƛƴƎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƴŜŜŘǎ ǿƛǘƘƛƴ млл ƳƛƭŜǎ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǿƻǊƪǇƭŀŎŜΤ 
and  

¶ the maximum mortgage amount is 85 percent of the lesser of the appraised value or sales price.  

 
The lender must demonstrate the lack of affordable rental housing, and include:  

¶ a satisfactory explanation of the need for a secondary residence and the lack of available rental housing; and  

¶ written evidence from local real estate professionals who verify a lack of acceptable housing in the area.  

 
For additional information see Handbook 4000.1 II.A.1.b.iii.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 
II.A.1.b.iii.(B) 
 
 
 
 
 

 

110.  6/17/15 Is there a minimum A borrower may be eligible to obtain another FHA-insured mortgage without being required to sell an existing 4000.1 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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distance a borrower 
must relocate before a 
second FHA loan can be 
obtained? 

property covered by an FHA-insured mortgage if the borrower is:     
1. Relocating or has relocated for an employment-related reason; and   
2. 9ǎǘŀōƭƛǎƘƛƴƎ ƻǊ Ƙŀǎ ŜǎǘŀōƭƛǎƘŜŘ ŀ ƴŜǿ ǇǊƛƴŎƛǇŀƭ ǊŜǎƛŘŜƴŎŜ ƛƴ ŀƴ ŀǊŜŀ ƳƻǊŜ ǘƘŀƴ млл ƳƛƭŜǎ ŦǊƻƳ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ 

current principal residence. 
If the borrower moves back to the original area, the borrower is not required to live in the original house and 
may obtain a new FHA-insured mortgage on a new principal residence, provided the relocation meets the two 
requirements above.   

 
For additional information see Handbook 4000.1 II.A.1.b.iii.(A)(2)(c) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

II.A.1.b.iii.(A)(2)(c) 

111.  6/17/15 Can a borrower with a 
portfolio of rental 
properties use FHA 
financing if they have 
no other FHA loans? 

FHA will not insure a mortgage if it is determined that the transaction was designed to use FHA mortgage 
insurance as a vehicle for obtaining investment properties, even if the property to be insured will be the only one 
owned using FHA mortgage insurance. 
 
For additional information see Handbook 4000.1 II.A.1.b.iii.(A)(2)(b) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 
 

4000.1 
II.A.1.b.iii.(A)(2)(b) 

112.  6/17/15 When should lenders 
apply the Back to Work 
underwriting guidance? 

Lenders must use the Back to Work ς Extenuating Circumstances guidance when manually underwriting a 
purchase money mortgage application from a borrower who has experienced an economic event resulting in a 
foreclosure, short sale/pre-foreclosure sale, bankruptcy, or other negative impact on credit. 
 
The Back to Work guidance is effective for purchase applications with case numbers assigned on or after August 
15, 2013 through September 30, 2016. 
 
For additional information see Handbook 4000.1 II.A.5.d.xi.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1  
II.A.5.d.xi.(B) 

 

113.  6/17/15 Is housing counseling 
required for Back to 
Work borrowers? 
 

The borrower must receive homeownership counseling or a combination of homeownership education and 
counseling.  
Housing counseling may be conducted in person, via telephone, Internet, or other methods approved by HUD, 
and mutually agreed upon by the borrower and housing counseling agency as provided for in the Housing 
Counseling Program Handbook.  
 
All housing counseling and education must be completed a minimum of 30 days but no more than six months 
prior to the borrower submitting an application to a lender.  
 
Each borrower must receive one hour of one-on-one counseling from a HUD-approved counseling agency. The 
counseling must address the cause of the economic event and the actions taken to overcome the economic event 
to reduce the likelihood of reoccurrence.  

4000.1 
II.A.5.d.xi.(D) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The housing education may be provided by HUD-approved housing counseling agencies, state housing finance 
agencies, approved intermediaries or their sub-grantees, or through an online course.  
 
A list of HUD-approved housing counseling agencies can be obtained online at http://www.hud.gov/ or by calling 
1-(800)-569-4287.  
 
For additional information see Handbook 4000.1 II.A.5.d.xi.( D) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

114.  6/17/15 How does FHA define 
principal residence? 
 

Principal residence refers to a dwelling where the borrower maintains or will maintain their permanent place of 
abode and typically spends or will live in the house the majority of the calendar year. A person may have only one 
principal residence at any one time. At least one borrower must occupy the property within 60 days of signing the 
security instrument and intend to continue occupancy for at least one year. A person in military service must 
meet the requirements of 24 CFR 203.31.  
For additional information see Handbook 4000.1 II.A.1.b.iii.(A)(1)-(2) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.1.b.iii.(A)(1)-(2) 

115.  6/17/15 Who signs the identity-
of-interest certifications 
for 203(k)? 
 

All borrowers and consultants must sign certifications to ensure that there are no identity-of-interest issues 
between the parties participating in the 203(k) transaction. Sales transactions between family members are 
permitted. The mortgagee must ensure there are no other instances of Identity of Interest or conflict of interest 
between parties in the 203(k) transaction. The borrower and the 203(k) consultant must each sign an Identity-of-
Interest certification that is placed in the case binder. 
 

If the borrower selected a 203(k) consultant to perform a feasibility study, the mortgagee may select the same 
203(k) consultant for the project without creating an Identity of Interest.  
 

For additional information see Handbook 4000.1 II.A.8.a.xiv.(A)(1) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.8.a.xiv.(A)(1) 

116.  6/17/15 What is meant by 
Seven-Unit Limitation? 
 

Nonprofit borrowers may not have a financial interest, regardless of the ownership or financing type in more 
than seven dwelling units within a two block radius. In determining the number of dwelling units owned by the 
borrower, the mortgagee must count each dwelling unit in a two-, three-, and four-family property.  
 
If the borrower owns six or more units in the same general area, a map must be provided disclosing the locations 
ƻŦ ǘƘŜ ǳƴƛǘǎΣ ŀǎ ŜǾƛŘŜƴŎŜ ƻŦ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ CI!Ωǎ ǎŜǾŜƴ ǳƴƛǘ ƭƛƳƛǘŀǘƛƻƴΦ 
 
For additional information see Handbook 4000.1 II.A.5.d.xii.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 
 

4000.1 II.A.5.d.xii.(C) 

117.  6/17/15 Can a person living 
outside the U.S. be a 

Non-occupying co-borrowers or cosigners must either be United States (U.S.) citizens or have a principal 
residence in the U.S. 

4000.1 II.A.1.b.ii.(A)(6) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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non-occupying co-
borrower? 

 

For additional information see Handbook 4000.1 II.A.1.b.ii.(A)(6) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

118.  6/17/15 What are the down 
payment requirements 
when purchasing a 
property using FHA-
insured financing? 
 

The borrower must make a Minimum Required Investment (MRI) of at least 3.5 percent of the adjusted value of 
the property. 
 

awL ǊŜŦŜǊǎ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ ƛƴ ŎŀǎƘ ƻǊ ƛǘǎ ŜǉǳƛǾŀƭŜƴǘ ǊŜǉǳƛǊŜŘ ōȅ {ŜŎǘƛƻƴ нлоόōύόфύ ƻŦ ǘƘŜ bŀǘƛƻƴŀƭ 
Housing Act, which represents at least 3.5 percent of the adjusted value of the property.   
 

The lender is not permitted to use closing costs to help the borrower meet the MRI.  Premium pricing may be 
ǳǎŜŘ ǘƻ Ǉŀȅ ŀ ōƻǊǊƻǿŜǊΩǎ ŀŎǘǳŀƭ ŎƭƻǎƛƴƎ Ŏƻǎǘǎ ŀƴŘκƻǊ ǇǊŜǇŀƛŘ ƛǘŜƳǎΦ 
 
For additional information see Handbook 4000.1 II.A.2.a.iv;  II.A.2.c.ii;  II.A.4.d.i.(B)(2)(h);  II.A.5.c.i.(B)(2)(h);  
II.A.6.a.x  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1  
II.A.2.a.iv;  II.A.2.c.ii;  
II.A.4.d.i.(B)(2)(h);  
II.A.5.c.i.(B)(2)(h);  II.A.6.a.x 

119.  6/17/15 What are the maximum 
qualifying ratio 
requirements for 
manually underwritten 
loans? 
 

Maximum qualifying ratios for manually underwritten loans are determined according to the lowest minimum 
decision credit score and compensating factors. 
 
Lowest Minimum Decision Credit Score 500-579 or No Credit Score:  
31/43 (Energy Efficient Homes may have stretch ratios of 33/45) 
 
Lowest Minimum Decision Credit Score 580 and above:  
1. 31/43 (Energy Efficient Homes may have stretch ratios of 33/45 
 
2. 37/47  - Requires 1 of the following Compensating Factors: 
ω ±ŜǊƛŦƛŜŘ κŘƻŎumented cash reserves equal to or exceeding 3 (1-2 units) or 6 (3-4 units) total monthly mortgage 
payments.  
ω aƛƴƛƳŀƭ LƴŎǊŜŀǎŜ ƛƴ IƻǳǎƛƴƎ tŀȅƳŜƴǘ 

- bŜǿ ǘƻǘŀƭ ƳƻƴǘƘƭȅ ƳƻǊǘƎŀƎŜ ǇŀȅƳŜƴǘ ŘƻŜǎƴΩǘ ŜȄŎŜŜŘ ŎǳǊǊŜƴǘ ǘƻǘŀƭ ƳƻƴǘƘƭȅ ƘƻǳǎƛƴƎ ǇŀȅƳŜƴǘ ōȅ ƳƻǊŜ ǘƘŀƴ 
$100 or 5% (whichever is less); and  

- There is a documented 12 month housing payment history with no more than one 30 day late payment. In 
cash-out transactions all payments on the mortgage being refinanced were made within the month due for 
the previous 12 months.  

- May not be used as a compensating factor if the borrower has no current housing payment. 
ω wŜǎƛŘǳŀƭ ƛƴŎƻƳŜ  
 
3. 40/40 - No Discretionary Debt: 

¶ ¢ƘŜ .ƻǊǊƻǿŜǊΩǎ ƘƻǳǎƛƴƎ ǇŀȅƳŜƴǘ ƛǎ ǘƘŜ ƻƴƭȅ ƻǇŜƴ ŀŎŎƻǳƴǘ ǿƛǘƘ ŀƴ ƻǳǘǎǘŀƴŘƛƴƎ ōŀƭŀƴŎŜ ƴƻǘ ǇŀƛŘ ƻŦŦ ƳƻƴǘƘƭȅΤ 
and 

4000.1 
II.A.5.d.viii - ix 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ TƘŜ ŎǊŜŘƛǘ ǊŜǇƻǊǘ ǎƘƻǿǎ ŜǎǘŀōƭƛǎƘŜŘ ŎǊŜŘƛǘ ƭƛƴŜǎ ƛƴ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ ƴŀƳŜ ƻǇŜƴ ŦƻǊ ŀǘ ƭŜŀǎǘ с ƳƻƴǘƘǎΤ ŀƴŘ  

¶ The Borrower can document these accounts have been paid off in full monthly for at least the past 6 months.  

 

4. 40/50 ς Requires 2 of the following Compensating Factors: 
ω ±ŜǊƛŦƛŜŘ κŘƻŎǳƳŜƴǘŜŘ ŎŀǎƘ ǊŜǎŜǊǾŜǎ Ŝǉǳŀƭ ǘƻ ƻǊ ŜȄŎŜŜŘƛƴƎ о όм-2 units) or 6 (3-4 units) total monthly mortgage 
payments.  
ω aƛƴƛƳŀƭ LƴŎǊŜŀǎŜ ƛƴ IƻǳǎƛƴƎ tŀȅƳŜƴǘ 

- bŜǿ ǘƻǘŀƭ ƳƻƴǘƘƭȅ ƳƻǊǘƎŀƎŜ ǇŀȅƳŜƴǘ ŘƻŜǎƴΩǘ ŜȄŎŜŜŘ ŎǳǊǊŜƴǘ ǘƻǘŀƭ ƳƻƴǘƘƭȅ housing payment by more than 
$100 or 5% (whichever is less); and  

- There is a documented 12 month housing payment history with no more than one 30 day late payment. In 
cash-out transactions all payments on the mortgage being refinanced were made within the month due for 
the previous 12 months.  

- May not be used as a compensating factor if the borrower has no current housing payment. 
ω Significant Additional Income (Overtime, Bonuses, Part-Time or Seasonal Employment) Not Reflected in 
Effective Income  

- Received for at least 1 year, and will likely continue; and  
- If it were included in gross Effective Income, is sufficient to reduce the qualifying ratios to not more than 

37/47.  
ω wŜǎƛŘǳŀƭ ƛƴŎƻƳŜ  
 
For additional information see Handbook 4000.1 II.A.5.d.viii - ix available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

120.  6/17/15 Are non-occupant co-
borrowers allowed 
under Back to Work 
guidelines? 
 

The occupying borrower(s) must meet the eligibility requirements for Back to Work and the alternative guidance 
may be utilized to qualify the occupying borrower.  A non-occupant co-borrower (non-household member) is 
allowed; however, Back to Work alternative guidance may not be utilized to qualify the non-occupant co-
borrower; standard underwriting guidelines must be applied to the non-occupant borrower.  
 
For additional information see Handbook 4000.1 II.A.5.d.xi available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

HQ  Policy 
 
4000.1 
II.A.5.d.xi 

121.  6/17/15 Can I rent back the 
property to the seller 
after closing to 
accommodate 
scheduling issues? 

At least one borrower must occupy the property within 60 days of signing the security instrument and intend to 
continue occupancy for at least one year. 
 
For additional information see Handbook 4000.1 II.A.1.b.iii.(A)(2)(a) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 
 

4000.1 
II.A.1.b.iii.(A)(2)(a) 

122.  6/17/15 Can investors assume 
FHA loans? 
 

If the original mortgage was closed prior to December 15, 1989, the assuming borrower may assume the 
mortgage as a principal residence, HUD-approved secondary residence or investment property.   
 

4000.1 
II.A.8.n.ii 
II.A.8.n.iii.(A) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The maximum Loan-to-Value (LTV) for an investment property assumption is 75%.  Either the original appraised 
value or new property value may be used to determine compliance with the 75% LTV limitation.    
 
For additional information see Handbook 4000.1 II.A.8.n.ii; II.A.8.n.iii.(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

123.  6/17/15 Are there age 
requirements for 
borrowers using FHA 
financing? 
 

For forward mortgages , the borrower must be old enough to enter into a mortgage Note that can be legally 
ŜƴŦƻǊŎŜŘ ƛƴ ǘƘŜ ǎǘŀǘŜΣ ƻǊ ƻǘƘŜǊ ƧǳǊƛǎŘƛŎǘƛƻƴΣ ǿƘŜǊŜ ǘƘŜ ǇǊƻǇŜǊǘȅ ƛǎ ƭƻŎŀǘŜŘ όά{ǘŀǘŜ [ŀǿέύΦ ¢ƘŜǊŜ is no maximum age 
limit for a borrower. 
  
For additional information see Handbook 4000.1  II.A.1.b.ii.(A)(2) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1  
II.A.1.b.ii.(A)(2) 

124.  6/17/15 Can a person get an 
FHA insured loan in the 
name of a business? 
 

Except for streamline refinances in which the mortgage was originally insured in the name of a business, FHA will 
not insure loans made solely in the name of a business entity (such as a corporation, partnership, or sole 
proprietorship) or trust.   One or more individuals, along with the business entity or trust, must be analyzed for 
creditworthiness.  The individual(s) and the business entity or trust must appear on the mortgage note.   The 
business entity, trust, or individual(s) may appear on the property deed or title.  All parties appearing on the 
property deed or title must also appear on the security instrument (i.e. mortgage, deed of trust, security deed).   
Streamline refinances by investors or for secondary residences may only be made without an appraisal and may 
be made solely in the business entity's name if previously insured in the business entity's name.   An assumption 
solely in the name of a corporation, partnership, sole proprietorship, trust, etc., is not acceptable if a 
creditworthiness review is required.   
 
For additional information see Handbook 4000.1 II.A.8.d.vi(C); II.A.8.n available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

HQ Policy 
 
4000.1 
II.A.8.d.vi(C); II.A.8.n 
 

125.  6/17/15 How do I pay off or 
resolve my delinquent 
Federal debt that was a 
result of a previous FHA 
loan? 
 

In order for a Borrower with verified delinquent federal debt to become eligible, the borrower must resolve their 
federal non-tax debt in accordance with the Debt Collection Improvement Act. The creditor agency that is owed 
the debt can verify that the debt has been resolved in accordance with the Debt Collection Improvement Act. The 
mortgagee must include documentation from the creditor agency to support the verification and resolution of 
the debt. For debt reported through CAIVRS, the mortgagee may obtain evidence of resolution by obtaining a 
clear CAIVRS report. 
 
If a borrower is currently delinquent on an FHA-insured mortgage, they are ineligible for a new FHA-insured 
mortgage unless the delinquency is resolved.For additional information see Handbook 4000.1 II.A.1.b.ii.(A)(11) 
available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.1.b.ii.(A)(11) 

126.  6/17/15 When can "no 
discretionary debt" be 
used as a compensating 

No discretionary debt may be cited as a compensating factor subject to the following requirements:  
ω ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƘƻǳǎƛƴƎ ǇŀȅƳŜƴǘ ƛǎ ǘƘŜ ƻƴƭȅ ƻǇŜƴ ŀŎŎƻǳƴǘ ǿƛǘƘ ŀƴ ƻǳǘǎǘŀƴŘƛƴƎ ōŀƭŀƴŎŜ ǘƘŀǘ ƛǎ ƴƻǘ ǇŀƛŘ ƻŦŦ 
monthly;  

4000.1 
II.A.5.d.ix.(D) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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factor on a manually 
underwritten loan? 
 

ω ǘƘŜ ŎǊŜŘƛǘ ǊŜǇƻǊǘ ǎƘƻǿǎ ŜǎǘŀōƭƛǎƘŜŘ ŎǊŜŘƛǘ ƭƛƴŜǎ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƴŀƳŜ ƻǇŜƴ ŦƻǊ ŀǘ ƭŜŀǎǘ ǎƛȄ ƳƻƴǘƘǎΤ ŀƴŘ  
ω ǘƘŜ ōƻǊǊƻǿŜǊ Ŏŀƴ ŘƻŎǳƳŜƴǘ ǘƘŀǘ ǘƘŜǎŜ ŀŎŎƻǳƴǘǎ ƘŀǾŜ ōŜŜƴ ǇŀƛŘ ƻŦŦ ƛƴ Ŧǳƭƭ ƳƻƴǘƘƭȅ ŦƻǊ ŀǘ ƭŜŀǎǘ ǘƘŜ Ǉŀǎǘ ǎƛȄ 
months.   
 
Borrowers who have no established credit other than their housing payment, no other credit lines in their own 
name open for at least six months, or who cannot document that all other accounts are paid off in full monthly 
for at least the past six months, do not qualify under this criterion.  Credit lines not in the borroǿŜǊΩǎ ƴŀƳŜ ōǳǘ 
for which he or she is an authorized user do not qualify under this criterion.  
 
For additional information see Handbook 4000.1  II.A.5.d.ix.(D) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

127.  6/17/15 Does FHA allow 
investor participation in 
the 203(k) or 
Streamline K programs? 

FHA does not allow investor participation in the 203(k) or Limited 203(k) programs. 

For more information see Handbook 4000.1 II.A.8.a available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

ML 95-59 
 
4000.1  
II.A.8.a 

128.  6/17/15 Is housing counseling 
required for a borrower 
to obtain an FHA 
mortgage? 
 

A borrower does not have to have housing counseling in order to obtain an FHA mortgage unless required under 
specific FHA programs (e.g. HECM, Back to Work).  However, housing counseling is still highly encouraged by FHA, 
particularly for first time buyers. Lenders must ensure that borrowers receive all required counseling, and that all 
counseling is provided by HUD-approved housing counseling agencies.   
 
For additional information see Handbook 4000.1 II.A.1.a.iii.(A)(2); II.A.5.d.xi.(D) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 
  
For information on housing counseling and to find a counselor go to the following HUD website: 
http://portal.hud.gov/hudportal/HUD?src=/i_want_to/talk_to_a_housing_counselor or call HUD's interactive 
voice system at 1-800-569-4287.    

4000.1 
II.A.1.a.iii.(A)(2);  
II.A.5.d.xi.(D) 

129.  6/17/15 What is the FHA 
definition of a manually 
underwritten loan? 
 

A manually underwritten loan includes a loan that:  
ω LƴǾƻƭǾŜǎ ōƻǊǊƻǿŜǊǎ ǿƛǘƘƻǳǘ ŀ ŎǊŜŘƛǘ ǎŎƻǊŜ ǘƘŀǘ ǿŜǊŜ ƴƻǘ ǎŎƻǊŜŘ ŀƎŀƛƴǎǘ CI!Ωǎ ¢h¢![ {ŎƻǊŜŎŀǊŘ ό¢h¢![ύΣ ƻǊ  
ω wŜŎŜƛǾŜŘ ŀ wŜŦŜǊ ǎŎƻǊƛƴƎ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴ ŦǊƻƳ ¢h¢![Σ ƻǊ  
ω wŜŎŜƛǾŜŘ ŀƴ !ŎŎŜǇǘ ǎŎƻǊƛƴƎ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴ ōǳǘ ǿas downgraded to a Refer by the underwriter.  When an 
Accept recommendation is downgraded to a Refer, the loan must be underwritten according to the policy 
guidance in Handbook 4000.1 II.A.5.    
 
For additional information see Handbook 4000.1  II.A.5 available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 II.A.5    

130.  6/17/15 Can lenders process 
loans for HUD 
employees? 

If the mortgage involves a HUD employee, the lender must score the transaction through TOTAL. 
 
If the file receives an Accept, the lender must underwrite the transaction in accordance with the guidance in 

4000.1 
II.A.4.e.iii;   
II.a.5;   

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/i_want_to/talk_to_a_housing_counselor
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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 Handbook 4000.1 II.A.4. and condition the loan on the approval of the mortgage by HUD.   
 
If the file receives a Refer, or for applications which were downgraded to a manual underwrite, the lender must 
underwrite the transaction in accordance with the guidance in Handbook 4000.1 II.A.5. 
 
The lender must submit the underwritten mortgage application to the Processing and Underwriting Division 
Director at the Jurisdictional Homeownership Center (HOC) for final underwriting approval.  
 
For non-credit qualifying Streamline Refinances only, any HUD employee may have their mortgage underwritten 
and approved/denied by the lender. 
 
For additional information see Handbook 4000.1  II.A.4.e.iii; II.a.5; II.A.8.d.vi.(C)(4)(d) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

II.A.8.d.vi.(C)(4)(d); 

131.  6/17/15 What is considered a 
minimal increase in 
housing payment on a 
manually underwritten 
loan? 
 

A minimal increase in housing payment may be cited as a compensating factor subject to the following 
requirements:  
ω  the new total monthly mortgage payment does not exceed the current total monthly housing payment by 

more than $100 or 5%, whichever is less; and  
ω  there is a documented 12 month housing payment history with no more than one 30 day late payment.  In 

cash-out refinance transactions all payments on the mortgage being refinanced must have been made within 
the month due for the previous 12 months.  
ω  If the borrower has no current housing payment lenders may not cite this compensating factor.  
 
The current ǘƻǘŀƭ ƳƻƴǘƘƭȅ ƘƻǳǎƛƴƎ ǇŀȅƳŜƴǘ ǊŜŦŜǊǎ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎǳǊǊŜƴǘ ǘƻǘŀƭ ƳƻǊǘƎŀƎŜ Ǉayment or current 
total monthly rent obligation. 
 
For additional information see Handbook 4000.1  II.A.5.d.ix.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.ix.(C) 

132.  6/17/15 What costs can a seller 
or other interested 
party pay on behalf of 
the borrower? 
 

Interested parties refer to sellers, real estate agents, builders, developers or other parties with an interest in the 
transaction.  Interested parties may contribute up to 6 percent of the sales price toward the bƻǊǊƻǿŜǊΩǎ 
origination fees, other closing costs and discount points. The 6 percent limit also includes:  

¶ Payment for permanent and temporary interest rate buydowns, and other payment supplements;  

¶ Payments of mortgage interest for fixed rate mortgages;  

¶ Mortgage payment protection insurance; and 

¶ Payment of the Upfront Mortgage Insurance Premium (UFMIP). 
 
Interested party contributions that exceed actual origination fees, other closing costs, and discount points and 
Interested party contributions exceeding 6 percent are considered inducements to purchase and result in a 
dollar-for dollar reduction to the adjusted value of the property before applying the appropriate LTV percentage. 

4000.1 
II.A.4.d.iii.(G)-(H);  
 II.A.5.c.iii.(G)-(H) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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LƴǘŜǊŜǎǘŜŘ ǇŀǊǘȅ ŎƻƴǘǊƛōǳǘƛƻƴǎ Ƴŀȅ ƴƻǘ ōŜ ǳǎŜŘ ŦƻǊ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ aƛƴƛmum Required Investment (MRI). 
Payment of real estate agent commissions or fees, typically paid by the seller under local or state law, or local 
custom, is not considered an interested party contribution. The lender must document the total interested party 
contributions on form HUD-92900-LT, the Settlement Statement or similar legal document, and the sales 
contract.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(G)-(H); II.A.5.c.iii.(G)-(H) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

133.  6/17/15 Can a person sell a 
home to a family 
member and remain a 
co-borrower to help 
them qualify? 
 

A party who has a financial interest in the mortgage transaction, such as the seller, builder or real estate agent, 
may not be a co-borrower or a cosigner. Exceptions may be granted when the party with the financial interest is a 
family member. 
 
For non-occupying borrower transactions, the maximum LTV is 75 percent. The LTV can be increased to a 
maximum of 96.5 percent if the borrowers are family members, provided the transaction does not involve:  

¶ a family member selling to a family member who will be a non-occupying co-borrower; or  

¶ a transaction on a two- to four-unit property.  
 
A family member is defined as follows, regardless of actual or perceived sexual orientation, gender identity, or 
legal marital status:   

¶ child, parent, or grandparent;   
- a child is defined as a son, stepson, daughter, or stepdaughter;   
- a parent or grandparent includes a step-parent/grandparent or foster parent/grandparent;   

¶ spouse or domestic partner;   

¶ legally adopted son or daughter, including a child who is placed with the borrower by an authorized agency 
for legal adoption;   

¶  foster child;   

¶ brother, stepbrother;   

¶ sister, stepsister;   

¶ uncle;   

¶ aunt; or   

¶ son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-law, or sister-in-law of the borrower.    
 

For additional information see Handbook 4000.1 II.A.1.b.ii.(A); II.A.2.b.ii.(B); II.A.2.b.i.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh   

4000.1 
II.A.1.b.ii.(A); 
II.A.2.b.ii.(B)(1);     
II.A.2.b.ii.(A) 

134.  6/17/15 How does the FHA 
Construction to 
Permanent Mortgage 

A Construction to Permanent mortgage combines the features of a construction loan (a short-term interim loan 
for financing the cost of construction) and the traditional long-term permanent residential mortgage with a single 
mortgage closing prior to the start of construction.   

4000.1 
II.A.8.j 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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program work? 
 

 
The borrower must have contracted with a builder (must be a licensed general contractor) to construct the 
improvements.  The Borrower may act as the general contractor, only if the Borrower is also a licensed general 
contractor.  
 
The borrower must be purchasing the land at the closing of the construction loan, or have owned the land for six 
months or less at the date of case number assignment.  
 
At closing, after funds are disbursed to cover the purchase of the land, the balance of the mortgage proceeds 
must be placed in an escrow account to be disbursed as construction progresses.   
 
Amortization of the permanent mortgage must begin no later than the first of the month following 60 Days from 
the date of the final inspection or issuance of the CO. 
 
For additional information see Handbook 4000.1 II.A.8.j available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh   

135.  6/17/15 Does FHA allow cash-
out refinances? 
 

A Cash-Out Refinance is a refinance of any mortgage or a withdrawal of equity where no mortgage currently 
exists, in which the mortgage proceeds are not limited to specific purposes.    
 
Nonprofit agencies, state and local government agencies and instrumentalities of government are not eligible for 
cash-out refinances.  
 
Cash-out refinance transactions are only permitted on owner-occupied Principal Residences.  The property 
securing the cash-out refinance must have been owned and occupied by the Borrower as their Principal 
Residence for the 12 months prior to the date of case number assignment.  
In the case of inheritance, a Borrower is not required to occupy the property for a minimum period of time 
before applying for a cash-out refinance, provided the Borrower has not treated the subject property as an 
Investment Property at any point since inheritance of the property. If the Borrower rents the property following 
inheritance, the Borrower is not eligible for cash-out refinance until the Borrower has occupied the property as a 
Principal Residence for at least 12 months.   
 
At least one Borrower must hold title to the property being refinanced prior to case number assignment.   

 
Income from a non-occupant co-Borrower may not be used to qualify for a cash-out refinance. 
 
The lender must document that the Borrower has made all payments for all their mortgages within the month 
due for the previous 12 months or since the Borrower obtained the mortgages, whichever is less.  The payments 
for all mortgages secured by the subject property must have been paid within the month due for the month prior 

4000.1 
II.A.8.d.i.(B)(1); 
II.A.8.d.ii.(B)-(C);  
II.A.8.d.v 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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to mortgage Disbursement.  Properties with mortgages must have a minimum of 6 months of Mortgage 
Payments.  
 
Properties owned free and clear may be refinanced as cash-out transactions.   
 
For additional information see Handbook 4000.1 II.A.8.d.i.(B)(1); II.A.8.d.ii.(B)-(C); II.A.8.d.v available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

136.  6/17/15 When can borrowers be 
deleted from the loan 
when doing a 
Streamline Refinance? 
 

When doing a Streamline Refinance Credit Qualifying at least one Borrower from the existing mortgage must 
remain as a Borrower on the new mortgage.  
 
 A Borrower is eligible for a Streamline Refinance without credit qualification if all Borrowers on the existing 
mortgage remain as Borrowers on the new mortgage.  Mortgages that have been assumed are eligible provided 
the previous borrower was released from liability.   
As an exception, a Borrower on the mortgage to be paid may be removed from title and mortgage on a new loan 
in cases of divorce, legal separation or death when:  

¶ The divorce decree or legal separation agreement awarded the property and responsibility for payment to the 
remaining Borrower, if applicable; and  

¶ The remaining Borrower can demonstrate that they have made the Mortgage Payments for a minimum of six 
months prior to case number assignment. 

 
 Individuals may be added to the title and mortgage on a non-credit qualifying Streamline Refinance without a 
creditworthiness review.      
 
For additional information see Handbook 4000.1 II.A.8.d.vi.(C)(4)(f); II.A.8.d.vi.(C)(5)(a); II.A.8.d.vi.(C)(6)(a) 
available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.d.vi.(C)(4)(f); 
II.A.8.d.vi.(C)(5)(a); 
II.A.8.d.vi.(C)(6)(a) 

137.  6/17/15 What must be 
considered when doing 
a credit qualifying 
streamline refinance? 
 

When doing a credit qualifying Streamline Refinance at least one Borrower from the existing mortgage must 
remain as a Borrower on the new mortgage.  
 
Credit qualifying Streamline Refinances must meet all requirements of Manual Underwriting, except for any 
requirements for Appraisals or LTV Calculations. 
 
For additional information see Handbook  4000.1 II.A.8.d.vi.(C)(6) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
 

4000.1 
II.A.8.d.vi.(C)(6) 

138.  6/17/15 What are the Net 
Tangible Benefit 
requirements for an 

A Net Tangible Benefit is a reduced combined rate, a reduced term, and/or a change from an ARM to a fixed rate 
mortgage that results in a financial benefit to the borrower. Combined rate refers to the interest rate on the 
mortgage plus the Mortgage Insurance Premium (MIP) rate.   The lender must determine that there is a net 

4000.1 
II.A.8.d.vi.(C) (4)(c) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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FHA Streamline 
Refinance? 
 

tangible benefit to the borrower outlined as follows:   

¶ Fixed Rate to Fixed Rate - The new combined rate is at least 0.5 percentage points below the prior combined 
rate.  

¶ Fixed Rate to One-Year ARM - The new combined rate is at least 2 percentage points below the prior 
combined rate.  

¶ Fixed to Hybrid ARM - The new combined rate is at least 2 percentage points below the prior combined rate.   

¶ Any ARM (with less than 15 months to next payment change date) to Fixed Rate - New combined rate is no 
more than 2 percentage points above the prior combined rate.   

¶ Any ARM (with less than 15 months to next payment change date) to a One Year ARM - New combined rate is 
at least 1 percentage point below the prior combined rate.   

¶ Any ARM (with less than 15 months to next payment change date) to a Hybrid ARM - New combined rate is at 
least 1 percentage point below the prior combined rate.   

¶ Any ARM (with greater than or equal to 15 months to next payment change date) to Fixed Rate - New 
combined rate is no more than 2 percentage points above the prior combined rate.   

¶ Any ARM (with greater than or equal to 15 months to next payment change date) to a One Year ARM - New 
combined rate is at least 2 percentage points below the prior combined rate.   

¶ Any ARM (with greater than or equal to 15 months to next payment change date) to a Hybrid ARM - New 
combined rate is at least 1 percentage point below the prior combined rate.   

 
REDUCTION IN TERM - If the mortgage term is reduced, the new interest rate does not exceed the current 
interest rate, and the payment does not increase by more than $50; this alone meets the net tangible benefit 
test. For additional information see Handbook  4000.1 II.A.8.d.vi.(C) (4)(c) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

139.  6/17/15 What is the difference 
between an FHA cash-
out refinance and a rate 
and term refinance? 
 

A Cash-Out Refinance is a refinance of any mortgage or a withdrawal of equity where no mortgage currently 
exists, in which the mortgage proceeds are not limited to specific purposes. 
 
A Rate and Term refers to a no cash-out refinance of any mortgage in which all proceeds are used to pay existing 
mortgage liens on the subject property and costs associated with the transaction.   
 
The lender may utilize estimates of existing debts and costs in calculating the maximum mortgage amount to the 
extent that the actual debts and costs do not result in the borrower receiving greater than $500 cash back at 
mortgage disbursement. 
 
For additional information see Handbook  4000.1 II.A.8.d.i.(B); II.A.8.d.vi.(A)(2)(b)(i) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.d.i.(B); 
II.A.8.d.vi.(A)(2)(b)(i) 

140.  6/17/15 Can I do an FHA 
refinance if I own the 
property, but am not 

A refinance transaction is used to pay off the existing debt or to withdraw equity from the property with the 
proceeds of a new mortgage for a borrower with legal title to the subject property. 
 

HQ Policy 
 
4000.1  

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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named on the existing 
loan? 
 

As long as the borrower has legal title (even though not originally on the loan) the borrower is eligible to 
refinance the loan.   
 
For additional information see Handbook  4000.1 II.A.8.d.i.(A) available at 
http://por tal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

II.A.8.d.i.(A) 
 

141.  6/17/15 Are there subordinate 
financing restrictions 
for FHA streamline 
refinance transactions? 
 

On a streamline refinance transaction any existing subordinate financing, in place at the time of case number 
assignment, must be re-subordinated to the streamline refinance. New subordinate financing is permitted only 
where the proceeds of the subordinate financing are used to:  

¶ Reduce the principal amount of the existing FHA-insured mortgage, or 

¶ Finance the origination fees, other closing costs, or discount points associated with the refinance. 
 
There is no maximum combined loan-to-value (CLTV).   
 
For additional information see Handbook  4000.1 II.A.8.d.vi.(C)(4)(k) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.d.vi.(C)(4)(k) 

142.  6/17/15 Will FHA allow a 
Streamline Refinance of 
an existing FHA loan by 
an investor? 
 

Streamline Refinances may be used for Principal Residences, HUD-approved Secondary Residences, or non-owner 
occupied properties.  Non-owner occupied properties and HUD-approved Secondary Residences are only eligible 
for streamline refinancing into a fixed rate mortgage.  
 
For Investment Properties, the maximum Base Loan Amount for Streamline Refinances is:  
1. The lesser of: 

- The outstanding principal balance of the existing mortgage as of the month prior to mortgage 
Disbursement; or  

- The original principal balance of the existing mortgage (including financed UFMIP); 
2.  Less any refund of UFMIP (if financed in original mortgage).    
For additional information see Handbook 4000.1 II.A.8.d.vi.(C)(2)(a)(i); II.A.8.d.vi.(C)(3)(a); II.A.8.d.vi.(C)(4)(j) 
available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.d.vi.(C)(2)(a)(i); 
II.A.8.d.vi.(C)(3)(a); 
II.A.8.d.vi.(C)(4)(j) 

143.  6/17/15 Can the payment 
increase if I reduce the 
mortgage term on a 
streamline refinance? 
 

For all streamline refinance transactions the lender must determine that there is a net tangible benefit to the 
borrower. If the mortgage term is reduced, the new interest rate does not exceed the current interest rate, and 
the payment does not increase by more than $50; this alone meets the net tangible benefit test. 
 
For additional information see Handbook  4000.1 
II.A.8.d.vi.(C)(4)(c) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.d.vi.(C)(4)(c) 

144.  6/17/15 What is the FHA Short 
Refinance (Borrowers in 
Negative Equity 

For case numbers assigned on or before December 31, 2016, the Short Refi program allows the lender to 
refinance a non FHA-insured mortgage in which the borrower is in a negative equity position.   
 

4000.1 
II.A.8.e. 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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Positions) program? 
 

The existing first lien holder must write off at least 10 percent of the unpaid principal balance.  The borrower 
must be in a negative equity position and may not have an existing FHA-insured mortgage. The borrower must be 
current for the month due or have successfully completed a three month trial payment plan on the existing 
mortgage to be refinanced. 
 
The lender is not permitted to use premium pricing to pay off existing debt obligations to qualify the borrower for 
the new mortgage. 
 
The lender is not permitted to make mortgage payments on behalf of the borrower or otherwise bring the 
existing mortgage current to make it eligible for FHA insurance.   
 
The refinanced FHA-insured first mortgage must have a Loan-to-Value (LTV) ratio of no more than 97.75 percent 
and any new or re-subordinated mortgages must not result in a Combined Loan-to-Value (CLTV) ratio greater 
than 115 percent.  Additional program requirements related to: 

¶ Borrower Certification,  

¶ Trial Payment Plan, and  

¶ Underwriting requirements  
are available in Handbook 4000.1 II.A.8.e. 
 
For additional information see Handbook  4000.1 II.A.8.e. at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

145.  6/17/15 Do subordinate liens 
need to be paid off 
when doing a cash out 
refinance? 
 

Subordinate financing may remain in place, but subordinate to the FHA insured first mortgage. 
The combined mortgage amount of the first mortgage and any subordinate liens cannot exceed the Nationwide 
aƻǊǘƎŀƎŜ [ƛƳƛǘ ŘŜǎŎǊƛōŜŘ ƛƴ bŀǘƛƻƴŀƭ IƻǳǎƛƴƎ !ŎǘΩǎ {ǘŀǘǳǘƻǊȅ [ƛƳƛǘǎΦ  ¢ƘŜ ƳŀȄƛƳǳƳ /ƻƳōƛƴŜŘ [ƻŀƴ-to-Value 
(CLTV) is 85 percent of the adjusted value.   
 
For additional information see Handbook  4000.1 II.A.8.d.v.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
 
 
 

4000.1 
II.A.8.d.v.(B) 

146.  6/17/15 Can repairs be included 
in the loan amount 
when calculating a Rate 
and Term refinance? 
 

The maximum mortgage amount for a rate and term refinance is:  

¶ the lesser of:  
o the Nationwide Mortgage Limit;  

o the maximum permissible Loan-to-Value (LTV); or  

o the sum of existing debt and costs associated with the transaction as follows:  
Á existing debt includes:  

 the unpaid principal balance of the first mortgage as of the month prior to mortgage 

4000.1 
II.A.8.d.vi.(A)(2) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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disbursement;  
 the unpaid principal balance of any purchase money junior mortgage as of the month prior to 

mortgage disbursement;  
 the unpaid principal balance of any junior liens over 12 months old as of the date of mortgage 

disbursement. If the balance or any portion of an equity line of credit in excess of $1,000 was 
advanced within the past 12 months and was for purposes other than repairs and rehabilitation of 
the  
property, that portion above and beyond $1,000 of the line of credit is not eligible for inclusion in 
the new mortgage;  

 ex-spouse or co-borrower equity, as described in Handbook 4000.1 II.A.8.d.vi.(A)(2)(b)(i), 
άwŜŦƛƴŀƴŎƛƴƎ ǘƻ .ǳȅ ƻǳǘ ¢ƛǘƭŜ IƻƭŘŜǊ 9ǉǳƛǘȅέΤ  

 interest due on the existing mortgage(s);  
 Mortgage Insurance Premium (MIP) due on existing mortgage;  
 any prepayment penalties assessed;  
 late charges; and  
 escrow shortages.  

Á allowed costs include all borrower paid costs associated with the new mortgage; and  
Á any borrower-paid repairs required by the appraisal. 

o less any refund of the Upfront Mortgage Insurance Premium (UFMIP), if financed in the original mortgage.  
 
For additional information see Handbook  4000.1 II.A.8.d.vi.(A)(2) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

147.  6/17/15 Can a "no cash out" 
refinance be used to 
buy out the equity of an 
ex-spouse? 
 

When the purpose of the new mortgage is to refinance an existing mortgage to buy out an existing title-ƘƻƭŘŜǊΩǎ 
equity, the specified equity to be paid is considered property-related indebtedness and eligible to be included in 
the new mortgage calculation. The lender must obtain the divorce decree, settlement agreement, or other legally 
enforceable equity agreement to document the equity awarded to the title-holder.   
 
For additional information see Handbook  4000.1 II.A.8.d.vi.(A)(2)(b)(i) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.d.vi.(A)(2)(b)(i) 

148.  6/17/15 Can I process a 
streamline refinance 
using FHA TOTAL 
Scorecard? 
 

All transactions must be scored through TOTAL Mortgage Scorecard, except Streamline Refinance transactions 
and assumptions. Mortgagees must manually underwrite all Streamline Refinances in accordance with the 
guidance provided in Handbook 4000.1. II.A.5. The Mortgagee may score the mortgage through TOTAL Mortgage 
Scorecard but the findings are invalid. For additional information see Handbook 4000.1 II.A.4.a.i; 
II.A.8.d.vi.(C)(1)(a)-(b); II.A.8.d.vi.(C)(4)(b)  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.a.i; 
II.A.8.d.vi.(C)(1)(a)-(b); 
II.A.8.d.vi.(C)(4)(b)   

149.  6/17/15 Is a CAIVRS check 
required for Streamline 
Refinances? 

Borrower ineligibility due to delinquent federal debt does not apply to streamline refinance transactions.   
 
Lenders are not required to screen streamline refinance borrowers using the Credit Alert Verification Reporting 

4000.1 II.A.8.d.vi.(C)(1) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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System (CAIVRS). 
 
For additional information see Handbook 4000.1 II.A.8.d.vi.(C)(1) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

150.  6/17/15 Are there different 
requirements for 
underwriting an FHA 
Short Refinance 
(negative equity)? 
 

The borrower must qualify for the new mortgage under the applicable TOTAL Underwriting or Manual 

Underwriting requirements, except for the credit, debt-to-income and new mortgage requirements below:  

¶ The existing mortgage to be refinanced may not have been brought current by the existing first lien holder, 
except through an acceptable trial payment plan.  

¶ CƻǊ ƳƻǊǘƎŀƎŜǎ ǘƘŀǘ ǊŜŎŜƛǾŜ ŀ wŜŦŜǊ Ǌƛǎƪ ŎƭŀǎǎƛŦƛŎŀǘƛƻƴ ŦǊƻƳ CI!Ωǎ ¢ŜŎƘƴƻƭƻƎȅ hǇŜƴ ¢ƻ !ǇǇǊƻǾŜŘ [ŜƴŘŜǊǎ 
(TOTAL) Mortgage Scorecard and/or are manually underǿǊƛǘǘŜƴΣ ǘƘŜ ƘƻƳŜƻǿƴŜǊΩǎ ǘƻǘŀƭ ƳƻƴǘƘƭȅ aƻǊǘƎŀƎŜ 
Payment, including the first and any subordinate mortgage(s), cannot be greater than 31 percent of gross 
monthly income; and total debt, including all recurring debts, cannot be greater than 50 percent of the gross 
ƳƻƴǘƘƭȅ ƛƴŎƻƳŜΦ ¢ƘŜ .ƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ ǘƻǘŀƭ aƻǊǘƎŀƎŜ tŀȅƳŜƴǘ Ƴŀȅ ōŜ ǳǇ ǘƻ ор ǇŜǊŎŜƴǘ ƻŦ ƎǊƻǎǎ 
monthly income if their total debt does not exceed 48 percent of the gross monthly income. 

¶ The existing first lien holder must write off at least 10 percent of the unpaid principal balance of the 
mortgage that is being refinanced.  

 
For additional information see Handbook 4000.1 II.A.8.e.iii. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.e.iii. 

151.  6/17/15 Can a Section 203(k) 
loan be refinanced to a 
different loan type? 

A property with an existing 203(k) mortgage is not eligible to be refinanced until all repairs are completed and the 
case has been electronically closed out. 
 
For additional information see Handbook  4000.1 II.A.8.a.iii; II.A.8.d.vi.(C)(3)(b) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1  
II.A.8.a.iii; 
II.A.8.d.vi.(C)(3)(b) 

 

152.  6/17/15 Is there a rule barring 
applicants with criminal 
records from qualifying 
for an FHA Short 
Refinance? 
 

The borrower must certify on form HUD-92918, FHA Refinance of Borrowers in Negative Equity Positions 
Borrower Certification, that they have not been convicted within the last 10 years, in connection with a real 
estate or mortgage transaction, of any of the following:  
(a) felony larceny, theft, fraud, or forgery;  
(b) money laundering; or  
(c) tax evasion from receiving assistance authorized or funded by the Emergency Economic Stabilization Act of 
2008 (EESA).  
 
The executed borrower certification must be included in the FHA case binder submitted for insurance 
endorsement. For additional information see Handbook  4000.1 II.A.8.e.ii.(A)(1) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.e.ii.(A)(1) 
 

153.  6/17/15 Can the interest rate on 
a new Short Refi loan 
exceed the interest rate 

The Short Refi program allows the mortgagee to refinance a non FHA-insured mortgage in which the borrower is 
in a negative equity position and the existing first lien holder must write off at least 10 percent of the unpaid 
principal balance.  The eligibility requirements for this program may be found in Handbook 4000.1 II.A.8.e.   

HQ Policy 
 
4000.1 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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on the loan being paid 
off? 
 

 
¢Ƙƛǎ ƎǳƛŘŀƴŎŜ ƛǎ ǎŜǇŀǊŀǘŜ ŦǊƻƳ ǘƘŜ ƎǳƛŘŀƴŎŜ ǎǳǊǊƻǳƴŘƛƴƎ άǎƘƻǊǘ ǇŀȅƻŦŦǎέ ŦƻǳƴŘ ƛƴ IŀƴŘōƻƻƪ 4000.1 
II.A.8.vi.(A)(2)(b)(i).  
    
Because this program is designed to benefit the borrower through a reduction in principal, the interest rate on 
the new loan may exceed the note rate on the loan being refinanced as long as the debt-to-income (DTI) ratios 
for the new loan do not exceed the maximums stated in Handbook 4000.1 II.A.8.e.   
 
For additional information see Handbook  4000.1 II.A.8.e; II.A.8.d.vi.(A)(2)(b) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

II.A.8.e; II.A.8.d.vi.(A)(2)(b) 
 

154.  6/17/15 What is an FHA Simple 
Refinance and what are 
the requirements? 

Simple Refinance refers to a no cash-out refinance of an existing FHA-insured mortgage in which all proceeds are 
used to pay the existing FHA-insured mortgage lien on the subject property and costs associated with the 
transaction.  
 
Simple Refinance is only permissible for owner-occupied principal or HUD-approved secondary residences. 
  
¢ƘŜ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ǊŜǾƛŜǿ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅƳŜƴǘ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ƻǊ ƻōǘŀƛƴ ǳǘƛƭƛǘȅ ōƛƭƭǎ ǘƻ ŜǾƛŘŜƴŎŜ ǘƘŜ 
borrower currently occupies the property as their principal residence.  
 
The mortgagee must obtain evidence that the secondary residence has been approved by the jurisdictional 
Homeownership Center (HOC): 

¶ For manually underwritten mortgages with less than 6 months mortgage payment history, the borrower must 
have made all payments within the month due.   

¶ For manually underwritten mortgages with greater than 6 months history, the borrower must have made all 
mortgage payments within the month due for the 6 months prior to case number assignment and have no 
more than one 30-day late payment for the previous 6 months for all mortgages secured  by the subject 
property  for the month prior to disbursement. 

 
LŦ ǘƘŜ ƳƻǊǘƎŀƎŜ ƻƴ ǘƘŜ ǎǳōƧŜŎǘ ǇǊƻǇŜǊǘȅ ƛǎ ƴƻǘ ǊŜǇƻǊǘŜŘ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎǊŜŘƛǘ ǊŜǇƻǊǘΣ ǘƘŜ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ 
obtain a verification of mortgage to evidence payment history for the previous 12 months. 
 
The maximum loan-to-value (LTV) or combined loan-to-value (CLTV if applicable) is 97.75 percent for principal 
residences and 85% for HUD approved secondary residences.   
 
The maximum mortgage amount for a Simple Refinance is the lesser of:   

¶ the Nationwide Mortgage Limit;   

¶ the Maximum LTV ratio from above; or   

¶ the sum of existing debt and costs associated with the transaction as follows:   

4000.1 
II.A.8.d.vi.(B) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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o existing debt includes:  
Á unpaid principal balance of the FHA-insured first mortgage as of the month prior to mortgage 

disbursement;   
Á interest due on the existing mortgage;  
Á MIP due on existing mortgage; late charges;  
Á and escrow shortages;   

o Allowed costs include:  
Á all borrower paid costs associated with the new mortgage; and 
Á Borrower-paid repairs required by the appraisal;  
Á less any refund of UFMIP (if financed in original mortgage). 

 
For additional information see Handbook  4000.1 II.A.8.d.vi.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh   

155.  6/17/15 Where can I find the 
guidelines regarding gift 
funds? 
 

Gifts refer to the contributions of cash or equity with no expectation of repayment.   
 
Gift funds may be provided by:   

¶ the bƻǊǊƻǿŜǊΩǎ family member;  

¶ the bƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅŜǊ ƻǊ ƭŀōƻǊ ǳƴƛƻƴΤ  

¶ a close friend with a clearly defined and documented interest in the borrower;  

¶ a charitable organization;  

¶ a governmental agency or public entity that has a program providing homeownership assistance to low or 
moderate income families or first-time homebuyers.   
 

Cash on hand is not an acceptable source of donor gift funds.   
 
Only family members may provide equity credit as a gift on property being sold to other family members. 
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(F); II.A.5.c.iii.(F)  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1  
II.A.4.d.iii.(F); 
II.A.5.c.iii.(F) 

156.  6/17/15 Can I receive a loan 
from a family member 
rather than a gift? 

FHA will insure a first mortgage on a property that has a second mortgage or lien held by a Family Member, 
provided that all requirements in Handbook 4000.1 II.A.4.d.iii.(J)(3) or II.A.5.c.iii.(J)(3) are met. 
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
 

4000.1 
II.A.4.d.iii.(J)(3); 
II.A.5.c.iii.(J)(3) 

157.  6/17/15 Can gift funds be 
provided from a friend 
or other unrelated 

Gifts refer to the contributions of cash or equity with no expectation of repayment.  Gifts may be provided by:   

¶ the ōƻǊǊƻǿŜǊΩǎ ŦŀƳƛƭȅ Ƴember;  

¶ the bƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅŜǊ ƻǊ ƭŀōƻǊ ǳƴƛƻƴΤ  

4000.1 
II.A.4.d.iii.(F); 
II.A.5.c.iii.(F) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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party? 
 

¶ a close friend with a clearly defined and documented interest in the borrower;  

¶ a charitable organization;  

¶ a governmental agency or public entity that has a program providing homeownership assistance to low or 
moderate income families or first-time homebuyers.   
 

For additional information see Handbook 4000.1 II.A.4.d.iii.(F); II.A.5.c.iii.(F) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

 
 
 

 

158.  6/17/15 Does HUD allow gifts of 
equity? 
  

Only family members may provide equity credit as a gift on property being sold to other family members. 
 
The lender must obtain a gift letter signed and dated by the donor and borrower that includes the following:   

¶ ǘƘŜ ŘƻƴƻǊΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎΣ ǘŜƭŜǇƘƻƴŜ ƴǳƳōŜǊΤ  

¶ ǘƘŜ ŘƻƴƻǊΩǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΤ  

¶ the dollar amount of the gift; and 

¶ a statement that no repayment is required.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(F)(4); II.A.5.c.iii.(F)(4) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.d.iii.(F)(4); II.A.5.c.iii.(F)(4) 

159.  6/17/15 How do lenders 
document gifts given in 
the form of cash? 
 

Cash on hand is not an acceptable source of donor gift funds.  The lender must obtain a gift letter signed and 
dated by the donor and borrower that includes the following:  

¶ ǘƘŜ ŘƻƴƻǊΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎΣ ǘŜƭŜǇƘƻƴŜ ƴǳƳōŜǊΤ  

¶ ǘƘŜ ŘƻƴƻǊΩǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ǘƻ ǘƘŜ borrower;  

¶ the dollar amount of the gift; and  

¶ a statement that no repayment is required.   
 
The lender must verify and document the transfer of gift funds from the donor to the borrower in accordance 
with the following requirements:  
a. If the gift funds have been verified in the bƻǊǊƻǿŜǊΩǎ ŀŎŎƻǳƴǘΣ ƻōǘŀƛƴ ǘƘŜ ŘƻƴƻǊΩǎ ōŀƴƪ ǎǘŀǘŜƳŜƴǘ ǎƘƻǿƛƴƎ ǘƘŜ 

withdrawal and evidence of the deposit into the bƻǊǊƻǿŜǊΩǎ ŀŎŎƻǳƴǘΦ  
b. If the gift funds are not verified in the bƻǊǊƻǿŜǊΩǎ ŀŎŎƻǳƴǘΣ ƻōǘŀƛƴ ǘƘŜ ŎŜǊǘƛŦƛŜŘ ŎƘŜŎƪ ƻǊ ƳƻƴŜȅ ƻǊŘŜǊ ƻǊ 
ŎŀǎƘƛŜǊΩǎ ŎƘŜŎƪ ƻǊ ǿƛǊŜ ǘǊŀƴǎŦŜǊ ƻǊ ƻǘƘŜǊ ƻŦŦƛŎƛŀƭ ŎƘŜŎƪΣ ŀƴŘ ŀ ōŀƴƪ ǎǘŀǘŜƳŜƴǘ ǎƘƻǿƛƴƎ ǘƘe withdrawal from the 
ŘƻƴƻǊΩǎ ŀŎŎƻǳƴǘΦ  

  
If the gift funds are paid directly to the settlement agent, the lender must verify that the settlement agent 
received the funds from the donor for the amount of the gift, and that the funds were from an acceptable source.   
 
If the gift funds are being borrowed by the donor and documentation from the bank or other savings account is 
not available, the lender must have the donor provide written evidence that the funds were borrowed from an 
acceptable source, not from a party to the transaction, including the lender.   

4000.1 
II.A.4.d.iii.(F); 
II.A.5.c.iii.(F) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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Regardless of when gift funds are made available to a borrower, the lender must be able to make a reasonable 
determination that the gift funds were not provided by an unacceptable source (i.e., not from a party to the 
ǘǊŀƴǎŀŎǘƛƻƴΣ ƛƴŎƭǳŘƛƴƎ ǘƘŜ ƭŜƴŘŜǊύΣ ŀƴŘ ǿŜǊŜ ǘƘŜ ŘƻƴƻǊΩǎ ƻǿƴ ŦǳƴŘǎΦ    
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(F)(4); II.A.5.c.iii.(F)(4) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

160.  6/17/15 What is required to 
verify assets in a bank 
account? 

The lender must verify and document the existence of and amounts in the bƻǊǊƻǿŜǊΩǎ ŎƘŜŎƪƛƴƎ ŀƴŘ ǎŀǾƛƴƎǎ 
accounts.   
 
For recently opened accounts and recent individual deposits of more than 1 percent of the adjusted value, the 
lender must obtain documentation of the deposits and verify that no debts were incurred to obtain part, or all, of 
the minimum Required investment (MRI).   
 
If the borrower does not hold the deposit account solely, all non-borrower parties on the account must provide a 
written statement that the borrower has full access and use of the funds.   
 
The lender must obtain a written Verification of Deposit (VOD) and the bƻǊǊƻǿŜǊΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ǎǘŀǘŜƳŜƴǘ ŦƻǊ 
ŜŀŎƘ ŀŎŎƻǳƴǘΦ  LŦ ŀ ±h5 ƛǎ ƴƻǘ ƻōǘŀƛƴŜŘΣ ŀ ǎǘŀǘŜƳŜƴǘ ǎƘƻǿƛƴƎ ǘƘŜ ǇǊŜǾƛƻǳǎ ƳƻƴǘƘΩǎ ŜƴŘƛƴƎ balance for the most 
recent month is required. If the previous monǘƘΩǎ ōŀƭŀƴŎŜ ƛǎ ƴƻǘ ǎƘƻǿƴΣ ǘƘŜ ƭender must obtain statement(s) for 
the most recent two months.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(A); II.A.5.c.iii.(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.d.iii.(A);  
II.A.5.c.iii.(A) 

161.  6/17/15 Can gift funds come 
from the seller, lender 
or other interested 
party? 
 

Gifts may be provided by:  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŦŀƳƛƭȅ Ƴember;  

¶ the bƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅŜǊ ƻǊ ƭŀōƻǊ ǳƴƛƻƴΤ  

¶  a close friend with a clearly defined and documented interest in the borrower;  

¶  a charitable organization;  

¶ a governmental agency or public entity that has a program providing homeownership assistance to low or 
moderate income families or first-time   homebuyers.  

 
The lender may only permit the bƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ Investment (MRI) to be provided by a source 
permissible under Section 203(b)(9)(C) of the National Housing Act, which means the funds for the bƻǊǊƻǿŜǊΩǎ 
MRI must not come from:  
(1) the seller of the property;  

(2) any other person or entity who financially benefits from the transaction (directly or indirectly); or  

(3) anyone who is or will be reimbursed, directly or indirectly, by any party included in (1) or (2) above.  

4000.1 
II.A.4.diii.4.d.(F)(2); 
II.A.4.d.ii.(B); 
II.A.5.c.iii.(F)(2)(a); 
II.A.5.c.ii.(B) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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While additional funds to close may be provided by one of these sources if permitted under the relevant source 
of funds requirements above, none of the bƻǊǊƻǿŜǊΩǎ awL Ƴŀȅ ŎƻƳŜ ŦǊƻƳ ǘƘŜǎŜ ǎƻǳǊŎŜǎΦ ¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ 
document permissible sources for the full MRI in accordance with special requirements noted above.  
 
Additionally, in accordance ǿƛǘƘ I¦5Ωǎ LƴǘŜǊǇǊŜǘƛǾŜ wǳƭŜΣ 5ƻŎƪŜǘ bƻΦ Cw-5679-N-01, HUD does not interpret 
Section 203(b)(9)(C) of the National Housing Act to prohibit Governmental Entities from providing the bƻǊǊƻǿŜǊΩǎ 
MRI where the Governmental Entity is originating the insured mortgage through one of its homeownership 
programs. 
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(F)(2); II.A.4.d.ii.(B); II.A.5.c.iii.(F)(2)(a); II.A.5.c.ii.(B) 
available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

162.  6/17/15 Can a realtor give a gift 
of their commission for 
the down payment? 
 

wŜŀƭ 9ǎǘŀǘŜ /ƻƳƳƛǎǎƛƻƴ ŦǊƻƳ {ŀƭŜ ƻŦ {ǳōƧŜŎǘ tǊƻǇŜǊǘȅ ǊŜŦŜǊǎ ǘƻ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ όƛΦŜΦΣ ōǳȅŜǊΩǎύ ǇƻǊǘƛƻƴ ƻŦ ŀ ǊŜŀƭ 
estate commission earned from the sale of the property being purchased.  
  
Lenders may coƴǎƛŘŜǊ wŜŀƭ 9ǎǘŀǘŜ /ƻƳƳƛǎǎƛƻƴǎ ŦǊƻƳ ǘƘŜ {ŀƭŜ ƻŦ ǘƘŜ {ǳōƧŜŎǘ tǊƻǇŜǊǘȅ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ 
acceptable source of funds if the Borrower is a licensed real estate agent.  A Family Member entitled to the 
commission may also provide it as a gift, in compliance with standard gift requirements.  The Lender must verify 
and document that the Borrower, or Family Member giving the commission as a gift, is a licensed real estate 
agent, and is entitled to a real estate commission from the sale of the property being purchased.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(Q); II.A.5.c.iii.(Q) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.d.iii.(Q); 
II.A.5.c.iii.(Q) 

163.  6/17/15 Is it acceptable to get a 
loan for the down 
payment? 
 

A collateralized loan is a loan that is fully secured by a financial asset of the borrower, such as deposit accounts, 
certificates of deposit, investment accounts, or real property. These assets may include stocks, bonds, and real 
estate other than the property being purchased.   
 
Loans secured against deposited funds, where repayment may be obtained through extinguishing the asset, do 
not require consideration of repayment for qualifying purposes. The lender must reduce the amount of the 
corresponding asset by the amount of the collateralized loan.   
 
Only an independent third party may provide the borrowed funds for collateralized loans.  The seller, real estate 
agent or broker, lender, or other Interested party may not provide such funds. Unacceptable borrowed funds 
include:  

¶ unsecured signature loans;  

¶ cash advances on credit cards;  

¶ borrowing against household goods and furniture; and   

4000.1 
II.A.4.d.iii.(K); 
II.A.5.c.iii.(K)   

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ other similar unsecured financing.   
 
The lender must verify and document the existence of the bƻǊǊƻǿŜǊΩǎ ŀǎǎŜǘǎ ǳǎŜŘ ǘƻ ŎƻƭƭŀǘŜǊŀƭƛȊŜ ǘƘŜ ƭƻŀƴΣ ǘƘŜ 
promissory Note securing the asset, and the loan proceeds.   
 
Any loan of the bƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ LƴǾŜǎǘƳŜƴǘ όawLύ Ƴǳǎǘ ŀƭǎƻ ŎƻƳǇƭȅ ǿƛǘƘ ǘƘŜ ŀŘŘƛǘƛƻƴŀƭ 
requirements set forth in άSource Requirements for ǘƘŜ ōƻǊǊƻǿŜǊΩǎ awLέ όǎŜŜ плллΦм LLΦ!ΦпΦŘΦƛƛ ŀƴŘ II.A.5.c.ii).   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(K); II.A.5.c.iii.(K) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

164.  6/17/15 How do lenders 
document cash assets? 
 

Cash on hand refers to cash held by the borrower outside of a financial institution.  
 
To include cash on hand as liquid assets for cash to close or reserves, the lender must:  

¶ ǾŜǊƛŦȅ ǘƘŀǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎŀǎƘ ƻƴ ƘŀƴŘ ƛǎ ŘŜǇƻǎƛǘŜŘ ƛƴ ŀ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴ ƻǊ ƘŜƭŘ ōȅ ǘƘŜ ŜǎŎǊƻǿκǘƛǘƭŜ 
company.  
¶ ǾŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎŀǎƘ ƻƴ ƘŀƴŘ ōȅ ƻōǘŀƛƴƛƴƎ ŀƴ ŜȄǇƭŀƴŀǘƛƻƴ ŦǊƻƳ ǘƘŜ ōƻǊǊƻǿŜǊ ŘŜǎŎǊƛōƛƴƎ 

how the funds were accumulated and the amount of time it took to accumulate the funds. 

¶ determine the reasonableness of the accumulation based on the time period during which the funds were 
ǎŀǾŜŘ ŀƴŘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎΥ  
- income stream;  

- spending habits;  

-  documented expenses; and  

-  history of using financial institutions.   

 

For additional information see Handbook 4000.1 II.A.4.d.iii.(B); II.A.5.c.iii.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh   

4000.1 
II.A.4.d.iii.(B); 
II.A.5.c.iii.(B) 

165.  6/17/15 Can gift funds come 
from the employer? 
 

Gift funds may be provided by the bƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅŜǊ ƻǊ ƭŀōƻǊ ǳƴƛƻƴΦ  !ƴȅ ƎƛŦǘ ƻŦ ǘƘŜ bƻǊǊƻǿŜǊΩǎ ǊŜǉǳƛǊŜŘ 
minimum investment must also comply with the additional requirements for Source Requirements of .ƻǊǊƻǿŜǊΩǎ 
Minimum Required Investment (MRI) found in Handbook 4000.1 II.A.4.d.ii.(B). 
 
The lender must obtain a gift letter signed and dated by the donor and borrower that includes the following:  

¶ ǘƘŜ ŘƻƴƻǊΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎΣ ŀƴŘ ǘŜƭŜǇƘƻƴŜ ƴǳƳōŜǊΤ  

¶ the donoǊΩǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ǘƻ ǘƘŜ ōorrower;  

¶ the dollar amount of the gift; and  

¶ a statement that no repayment is required.  
 

4000.1 
II.A.4.d.iii.(F); 
II.A.4.d.iii.(M); 
II.A.5.c.iii.(F); 
II.A.5.c.iii.(M) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The receipt of the gift funds must be documented in accordance with Handbook 4000.1 II.A.4.d.iii.(F) or 
II.A.5.c.iii.(F). 
 
A salary advance cannot be considered as assets to close.    
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(F); II.A.5.c.iii.(F); II.A.4.d.iii.(M);  II.A.5.c.iii.(M) 
available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

166.  6/17/15 Can gift funds be used 
to pay for prepaids and 
closing costs? 
 

The lender must document all funds that are used for the purpose of qualifying for or closing a mortgage, 
including those to satisfy debt or pay costs outside of closing.  
 
The lender must verify and document that the borrower has sufficient funds from an acceptable source to 
facilitate the closing. 
 
Gifts may be provided by:  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŦŀƳƛƭȅ ƳŜƳōŜǊΤ  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅŜǊ ƻǊ ƭŀōƻǊ ǳƴƛƻƴΤ  

¶ a close friend with a clearly defined and documented interest in the borrower;  

¶ a charitable organization;  

¶ a governmental agency or public entity that has a program providing homeownership assistance to low or 
moderate income families or first-time homebuyers.  

 
!ƴȅ ƎƛŦǘ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ LƴǾŜǎǘƳŜƴǘ όawLύ Ƴǳǎǘ ŀƭǎƻ Ŏomply with the additional 
ǊŜǉǳƛǊŜƳŜƴǘǎ ǎŜǘ ŦƻǊǘƘ ƛƴ IŀƴŘōƻƻƪ плллΦм LLΦ!ΦпΦŘΦƛƛΦ ƻǊ LLΦ!ΦрΦŎΦƛƛΣ {ƻǳǊŎŜ wŜǉǳƛǊŜƳŜƴǘǎ ŦƻǊ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ awLΦ 
 
/ƭƻǎƛƴƎ ŎƻǎǘǎΣ ǇǊŜǇŀƛŘ ƛǘŜƳǎ ŀƴŘ ƻǘƘŜǊ ŦŜŜǎ Ƴŀȅ ƴƻǘ ōŜ ŀǇǇƭƛŜŘ ǘƻǿŀǊŘǎ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ awLΦ 
 
For additional information see Handbook 4000.1 II.A.4.d.i; II.A.4.d.iii.(F); II.A.5.c.iii.(F) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh   

4000.1 
II.A.4.d.i; 
II.A.4.d.iii.(F); 
II.A.5.c.iii.(F) 

167.  6/17/15 Where can I find policy 
governing rent credit? 
 

wŜƴǘ ŎǊŜŘƛǘǎ ǊŜŦŜǊ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻŦ ǘƘŜ ǊŜƴǘŀƭ ǇŀȅƳŜƴǘ ǘƘŀǘ ŜȄŎŜŜŘǎ ǘƘŜ ŀǇǇǊŀƛǎŜǊΩǎ ŜǎǘƛƳŀǘŜ ƻŦ ŦŀƛǊ market rent. 
¢ƘŜ ƭŜƴŘŜǊ Ƴŀȅ ǳǎŜ ǘƘŜ ŎǳƳǳƭŀǘƛǾŜ ŀƳƻǳƴǘ ƻŦ ǊŜƴǘŀƭ ǇŀȅƳŜƴǘǎ ǘƘŀǘ ŜȄŎŜŜŘǎ ǘƘŜ ŀǇǇǊŀƛǎŜǊΩǎ ŜǎǘƛƳŀǘŜ ƻŦ ŦŀƛǊ 
ƳŀǊƪŜǘ ǊŜƴǘ ǘƻǿŀǊŘǎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ LƴǾŜǎǘƳŜƴǘ όawLύΦ  ¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ƻōǘŀƛƴΥ 

¶ the rent with option to purchase agreement,  

¶ ǘƘŜ ŀǇǇǊŀƛǎŜǊΩǎ ŜǎǘƛƳŀǘŜ ƻŦ ƳŀǊƪŜǘ ǊŜƴǘΣ ŀƴŘ  

¶ evidence of receipt of payments.   
 
Rent may be an inducement to purchase when the sales agreement reveals that the borrower has been living in 

4000.1 
II.A.4.d.iii.(H)(3); 
II.A.4.d.iii.(T); 
II.A.5.c.iii.(H)(3); 
II.A.5.c.iii.(T) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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the property rent-free or has an agreement to occupy the property at a rental amount considerably below fair 
market value.  Rent below fair market value is not considered an inducement to purchase when:  

¶ a builder fails to deliver a property at an agreed-upon time, and permits the borrower to occupy an existing or 
other unit for less than market rent until construction is complete; or 

¶ for borrowers who meet the Identity-of-Interest exception for family members.   
 

For additional information see Handbook 4000.1 II.A.4.d.iii.(H)(3); II.A.4.d.iii.(T); II.A.5.c.iii.(H)(3); II.A.5.c.iii.(T) 
available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

168.  6/17/15 How do I document 
assets in a Retirement 
account? 
 

Retirement accounts refer to assets accumulated by the borrower for the purpose of retirement.  The lender may 
ƛƴŎƭǳŘŜ ǳǇ ǘƻ сл ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ǾŀƭǳŜ ƻŦ ŀǎǎŜǘǎΣ ƭŜǎǎ ŀƴȅ ŜȄƛǎǘƛƴƎ ƭƻŀƴǎΣ ŦǊƻƳ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ retirement accounts, 
such as IRAs, thrift savings plans, 401(k) plan, and Keogh accounts, unless the borrower provides conclusive 
evidence that a higher percentage may be withdrawn after subtracting any federal income tax and withdrawal 
penalties.  The portion of the assets not used to meet closing requirements, after adjusting for taxes and 
penalties, may be counted as reserves.  
 
The lender must obtain the most recent monthly or quarterly statement to verify and document the existence 
and amounts in the bƻǊǊƻǿŜǊΩǎ ǊŜǘƛǊŜƳŜƴǘ ŀŎŎƻǳƴǘǎΣ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƭƛƎƛōƛƭƛǘȅ ŦƻǊ ǿƛǘƘŘǊŀǿŀƭǎΣ ŀƴŘ ǘƘŜ ǘŜǊƳǎ ŀƴŘ 
conditions for withdrawal from any retirement account.  
If any portion of the asset is required for funds to close, evidence of liquidation is required. 
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(C); II.A.5.c.iii.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh   

4000.1 
II.A.4.d.iii.(C); 
II.A.5.c.iii.(C) 

169.  6/17/15 How do I document the 
value of personal 
property sold for funds 
to close? 
 

Borrowers may sell personal property to obtain cash for closing.  Personal property refers to tangible property, 
other than real property, such as cars, recreational vehicles, stamps, coins or other collectibles. 
 
The lender must obtain a satisfactory estimate of the value of the item, a copy of the bill of sale, evidence of 
receipt, and deposit of proceeds. A value estimate may take the form of a published value estimate issued by 
organizations such as automobile dealers, philatelic or numismatic associations, or a separate written appraisal 
by a qualified appraiser with no financial interest in the mortgage transaction 
 
The lesser of the estimated value or actual sales price must be used when determining the sufficiency of assets to 
close. For additional information see Handbook 4000.1 II.A.4.d.iii.(N); II.A.5.c.iii.(N) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
  

4000.1 
II.A.4.d.iii.(N); 
II.A.5.c.iii.(N) 

170.  6/17/15 Does FHA allow 
unsecured loans to be 
used toward the down 

Funds obtained from unsecured loans cannot be used toward the down payment. Unacceptable borrowed funds 
include:  

¶ unsecured signature loans;  

4000.1 
II.A.4.d.iii.(K)(1); 
II.A.5.c.iii.(K)(1) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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payment? 
 

¶ cash advances on credit cards;  

¶ borrowing against household goods and furniture; and  

¶ other similar unsecured financing.   
 
A collateralized loan that is fully secured by a financial asset of the borrower, such as deposit accounts, 
certificates of deposit, investment accounts, or real property is acceptable. These assets may include stocks, 
bonds, and real estate other than the property being purchased. For additional information see Handbook 4000.1 
II.A.4.d.iii.(K)(1); II.A.5.c.iii.(K)(1) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

171.  6/17/15 Can an individual or 
organization provide a 
second mortgage for 
the buyer's down 
payment? 
 

Generally, only Federal, state, local government, and nonprofit agencies considered instrumentalities of 
government are considered an acceptable source of fǳƴŘǎ ŦƻǊ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǊŜǉǳƛǊŜŘ ƳƛƴƛƳǳƳ ŎŀǎƘ 
investment, and may provide them as secondary financing.  FHA will insure a first mortgage on a property that 
has a second mortgage or lien held by private individuals and other organizations, provided that: 

¶ the secondary financing is disclosed at the time of application; 

¶ no costs associated with the secondary financing are financed into the FHA-insured first mortgage; 

¶ the secondary financing payments must be included in the total mortgage payment; 

¶ the secondary financing must not result in cash back to the borrower except for refund of earnest money 
deposit or other borrower costs paid outside of closing; 

¶ the secondary financing may not be used to meet the bƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ LƴǾŜǎǘƳŜƴǘ όawLύΤ 

¶ the Combined Loan-to Value (CLTV) ratio of the base loan amount and secondary financing amount must not 
exceed the applicable FHA Loan-to-Value (LTV) limit;  

¶ the base loan amount and secondary financing amount must not exceed the Nationwide Mortgage Limits; 

¶ the second lien may not provide for a balloon payment within 10 years from the date of execution;  

¶ any periodic payments are level and monthly; and  

¶ there is no prepayment penalty, after giving the mortgagee 30 days advance notice. 
 
Any secondary financing meeting this standard is deemed to have prior approval in accordance with 24 CFR 
203.32. 
 
The lender must obtain from the provider of any secondary financing:   

¶ documentation showing the amount of funds provided to the borrower for each transaction; and  

¶ copies of the loan instruments.    
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(J)(4); II.A.5.c.iii.(J)(4) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.d.iii.(J)(4); 
II.A.5.c.iii.(J)(4) 

 

172.  6/17/15 Can employers 
contribute toward the 
borrower's down 

Employer assistance refers to benefits provided by an employer to relocate the borrower or assist in the 
bƻǊǊƻǿŜǊΩǎ ƘƻǳǎƛƴƎ ǇǳǊŎƘŀǎŜΣ ƛƴŎƭǳŘƛƴƎ ŎƭƻǎƛƴƎ ŎƻǎǘǎΣ aƻǊǘƎŀƎŜ LƴǎǳǊŀƴŎŜ tǊŜƳƛǳƳǎ όaLtύΣ ƻǊ ŀƴȅ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ 
bƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ Lnvestment (MRI). Employer assistance does not include benefits provided by an 

4000.1 
II.A.4.d.iii.(M); 
II.A.5.c.iii.(M) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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payment? 
 

employer through secondary financing.  A salary advance cannot be considered as assets to close. 
 
RELOCATION GUARANTEED PURCHASE 
The lender may allow the net proceeds (relocation guaranteed purchase price minus the outstanding liens and 
expenses) to be used as cash to close.  If the borrower is being transferred by their company under a guaranteed 
sales plan, the lender must obtain an executed buyout agreement signed by all parties and receipt of funds 
indicating that the employer or relocation service takes responsibility for the outstanding mortgage debt.  The 
lender must verify and document the agreement guaranteeing employer purchase of the bƻǊǊƻǿŜǊΩǎ ǇǊŜǾƛƻǳǎ 
residence and the net proceeds from sale.   
 
EMPLOYER ASSISTANCE PLANS 
The amount received under employer assistance plans may be used as cash to close.  The lender must verify and 
document the bƻǊǊƻǿŜǊΩǎ ǊŜŎŜƛǇǘ ƻŦ ŀǎǎƛǎǘŀƴŎŜΦ LŦ ǘƘŜ ŜƳǇƭƻȅŜǊ ǇǊƻǾƛŘŜǎ ǘƘƛǎ benefit after settlement, the lender 
must verify and document that the borrower has sufficient cash for closing.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(M); II.A.5.c.iii.(M) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

173.  6/17/15 Can a Homeownership 
Set Aside Program grant 
be used for down 
payment? 
 

¢ƘŜ CŜŘŜǊŀƭ IƻƳŜ [ƻŀƴ .ŀƴƪΩǎ όCI[.ύ !ŦŦƻǊŘŀōƭŜ IƻǳǎƛƴƎ tǊƻƎǊŀƳ ό!Itύ IƻƳŜƻǿƴŜǊǎƘƛǇ {Ŝǘ-Aside Grant 
Program is an acceptable source of down payment assistance and may be used in conjunction with FHA-insured 
financing. Secondary financing that creates a lien against the property is not considered a gift or grant even if it 
does not require regular payments or has other features forgiving the debt.  Any AHP Set-Aside funds used for 
the bƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ LƴǾŜǎǘƳŜƴǘ όawLύ Ƴǳǎǘ ŀƭǎƻ ŎƻƳǇƭȅ ǿƛǘƘ ǘƘŜ ŀŘŘƛǘƛƻƴŀƭ ǊŜǉǳƛǊŜƳŜƴǘǎ ǎŜǘ ŦƻǊǘƘ 
in Handbook 4000.1:II.A.4.d.ii and II.A.5.c.ii.   
 
The lender must:   

¶ ±ŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǊŜŎŜƛǇǘ ƻŦ ǘƘŜ ƎǊŀƴǘ ŀƴŘ ǘŜǊƳǎ ƻŦ ǳǎŜΦ   

¶ Verify and document that the retention agreement required by the FHLB is recorded against the property and 
results in a deed restriction, and not a second lien. The retention agreement must:  

- provide that the FHLB will have ultimate control over the AHP grant funds if the funds are repaid by the 
borrower;  

- include language terminating the legal restrictions on conveyance if title to the property is transferred by 
foreclosure or deed-in lieu (DIL), or assigned to the Secretary of HUD; and  

- comply with all other FHA regulations.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(L)(2); II.A.5.c.iii.(L)(2) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.d.iii.(L)(2); 
II.A.5.c.iii.(L)(2) 

174.  6/17/15 Can a nonprofit or 
government entity who 

¢ƘŜ ƭŜƴŘŜǊ Ƴŀȅ ƻƴƭȅ ǇŜǊƳƛǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ aƛƴƛƳǳƳ wŜǉǳƛǊŜŘ LƴǾŜǎǘƳŜƴǘ όawLύ ǘƻ ōŜ ǇǊƻǾƛŘŜŘ ōȅ ŀ ǎƻǳǊŎŜ 
ǇŜǊƳƛǎǎƛōƭŜ ǳƴŘŜǊ {ŜŎǘƛƻƴ нлоόōύόфύό/ύ ƻŦ ǘƘŜ bŀǘƛƻƴŀƭ IƻǳǎƛƴƎ !ŎǘΣ ǿƘƛŎƘ ƳŜŀƴǎ ǘƘŜ ŦǳƴŘǎ ŦƻǊ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ 

4000.1 
II.A.4.c.ii; 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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is the seller of a 
property provide gift 
funds? 
 

MRI must not come from:  
(1) the seller of the property;  

(2) any other person or entity who financially benefits from the transaction; or  

(3) anyone who is or will be reimbursed, directly or indirectly, by any party included in (1) or (2) above.  
 
HUD does not interpret Section 203(b)(9)(C) of the National Housing Act to prohibit governmental entities from 
ǇǊƻǾƛŘƛƴƎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ awL ǿƘŜǊŜ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘŀƭ Ŝƴǘƛǘȅ ƛǎ ƻǊƛƎƛƴŀǘƛƴƎ ǘƘŜ ƛƴǎǳǊŜŘ ƳƻǊǘƎŀƎŜ ǘƘǊƻǳƎƘ ƻƴŜ ƻŦ 
its homeownership programs.  
 
The lender must document that the governmental entity incurred prior to or at closing an enforceable legal 
ƭƛŀōƛƭƛǘȅ ƻǊ ƻōƭƛƎŀǘƛƻƴ ǘƻ ŦǳƴŘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ awLΦ Lǘ ƛǎ ƴƻǘ ǎǳŦŦƛŎƛŜƴǘ ǘƻ ŘƻŎǳƳŜƴǘ ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘŀƭ Ŝƴǘƛǘȅ 
has agreed to reimburse the lender for the use of funds legally belonging to the lender to ŦǳƴŘ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ 
MRI. 
The lender must obtain:  

¶ a cancelled check, evidence of wire transfer or other draw request showing that prior to or at the time of 
ŎƭƻǎƛƴƎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘŀƭ Ŝƴǘƛǘȅ ƘŀŘ ŀǳǘƘƻǊƛȊŜŘ ŀ ŘǊŀǿ ƻŦ ǘƘŜ ŦǳƴŘǎ ǇǊƻǾƛŘŜŘ ǘƻǿŀǊŘǎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ MRI from 
ǘƘŜ ƎƻǾŜǊƴƳŜƴǘŀƭ ŜƴǘƛǘȅΩǎ ŀŎŎƻǳƴǘΤ ƻǊ  

¶ a letter from the governmental entity, signed by an authorized official, establishing that the funds provided 
ǘƻǿŀǊŘǎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ awL ǿŜǊŜ ŦǳƴŘǎ ƭŜƎŀƭƭȅ ōŜƭƻƴƎƛƴƎ ǘƻ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘŀƭ Ŝƴǘƛǘȅ ŀǘ ƻǊ ōŜŦƻǊŜ ŎƭƻǎƛƴƎΦ 
Examples of acceptable language are available in Handbook 4000.1 II.A.4.d.ii.(C). 

 
While the lender is not required to document the actual transfer of funds in satisfaction of the obligation or 
liability, the failure of the governmental entity to satisfy the obligation or liability may result in a determination 
that the funds were provided by a prohibited source. 

 

For additional information see Handbook 4000.1 II.A.4.c.ii; II.A.5.c.ii  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

 II.A.5.c.ii 

175.  6/17/15 How much is counted 
for the borrower's labor 
when calculating sweat 
equity? 
 

Sweat equity refers to labor performed, or materials furnished, by or on behalf of the borrower before closing on 
the property being purchased.   
The lender may consider the reasonable estimated cost of the work or materials as an acceptable source of 
funds.   
 
Sweat equity provided by anyone other than the borrower can only be used as the Minimum Required 
LƴǾŜǎǘƳŜƴǘ όawLύ ƛŦ ƛǘ ƳŜŜǘǎ ǘƘŜ ǎƻǳǊŎŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ŦƻǊ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ awL ƛƴ IŀƴŘōƻƻƪ плллΦм LLΦ!ΦпΦŎΦƛƛ ϧ 
II.A.5.c.ii.   
 
The lender may consider sweat equity that has not already been included in the mortgage however, clean up, 

4000.1 
II.A.4.d.iii.(R); 
II.A.5.c.iii.(R) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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debris removal, other general maintenance, and work to be performed using repair escrow cannot be considered 
as Sweat Equity.  Cash back to the borrower is not permitted in sweat equity transactions. 
 
For materials furnished, the lender must obtain evidence of the source of funds and the market value of the 
materials.  For labor, verify and document that the work will be completed in a satisfactory manner and obtain 
evidence of cƻƴǘǊƛōǳǘƻǊȅ ǾŀƭǳŜ ƻŦ ǘƘŜ ƭŀōƻǊ ǘƘǊƻǳƎƘ ŀƴ ŀǇǇǊŀƛǎŜǊΩǎ ŜǎǘƛƳŀǘŜΣ ƻǊ ŀ Ŏƻǎǘ-estimating service.   

¶ For labor on existing construction: obtain an appraisal indicating the repairs or improvements to be performed. 
(Any work completed or materials provided before the appraisal are not eligible) 

¶ For labor on proposed construction: obtain the sales contract indicating the tasks to be performed by the 
borrower during construction. 

 
For additional information see Handbook 4000.1 II.A.4.d.iii.(R); II.A.5.c.iii.(R) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

176.  6/17/15 Are government 
entities required to 
provide a gift letter? 

If a gift is provided by a governmental agency or public entity that has a program providing homeownership 

assistance to low or moderate income families or first-time homebuyers, a gift letter is required.  The gift letter 

must be signed and dated by the donor and borrower and includes the following: 

ω ǘƘŜ ŘƻƴƻǊΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎΣ ŀƴŘ ǘŜƭŜǇƘƻƴŜ ƴǳƳōŜǊΤ 

ω ǘƘŜ ŘƻƴƻǊΩǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ǘƻ ǘƘŜ .ƻǊǊƻǿŜǊΤ  

ω ǘƘŜ ŘƻƭƭŀǊ ŀƳƻǳƴǘ ƻŦ ǘƘe gift; and 

ω ŀ ǎǘŀǘŜƳŜƴǘ ǘƘŀǘ ƴƻ ǊŜǇŀȅƳŜƴǘ ƛǎ ǊŜǉǳƛǊŜŘΦ 
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(F); II.A.5.c.iii.(F) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1  
II.A.4.d.iii.(F); 
II.A.5.c.iii.(F 

177.  6/17/15 What is the FHA 
definition of borrower 
reserves? 
 

wŜǎŜǊǾŜǎ ǊŜŦŜǊ ǘƻ ǘƘŜ ǎǳƳ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǾŜǊƛŦƛŜŘ ŀƴŘ ŘƻŎǳƳŜƴǘŜŘ ƭƛǉǳƛŘ ŀǎǎŜǘǎ Ƴƛƴǳǎ ǘƘŜ ǘƻǘŀƭ ŦǳƴŘǎ ǘƘŜ 
borrower is required to pay at closing. Reserves do not include:  

¶ the amount of cash taken at settlement in cash out transactions  

¶ incidental cash received at settlement in other loan transactions  

¶ gift funds in excess of the amount required for the cash investment and other expenses  

¶ equity in another property  

¶ borrowed funds from any source   
 
For additional information see Handbook 4000.1 II.A.4.d.i.(C); II.A.5.c.i.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
 

4000.1. 
II.A.4.d.i.(C); II.A.5.c.i.(C) 

178.  6/17/15 Are reserves required 
for borrowers with 
manually underwritten 

Yes, the lender must verify and document reserves equivalent to ƻƴŜ ƳƻƴǘƘΩǎ ǇǊƛƴŎƛǇŀƭΣ ƛƴǘŜǊŜǎǘΣ ǘŀȄŜǎΣ ŀƴŘ 
insurance (PITI) after closing for one- to two-unit properties. 
 

4000.1 
II.A.5.c.i.(C) 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh


 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing Handbook 4000.1 that will 
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loans? 
 

¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǾŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǊŜǎŜǊǾŜǎ ŜǉǳƛǾŀƭŜƴǘ ǘƻ ǘƘǊŜŜ ƳƻƴǘƘǎΩ tL¢L ŀŦǘŜǊ ŎƭƻǎƛƴƎ ŦƻǊ ǘƘǊŜŜ- to four-
unit properties. 
 
For additional information see Handbook 4000.1 II.A.5.c.i (C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

179.  6/17/15 Does FHA allow 
borrowers to use equity 
resulting from a trade 
of real property toward 
the cash investment? 
 

Trade equity refers to when a borrower trades their real property to the seller as part of the cash investment.   
 
The amount of the bƻǊǊƻǿŜǊΩǎ Ŝǉǳƛǘȅ ŎƻƴǘǊƛōǳǘƛƻƴ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ōȅΥ  

¶ ǳǎƛƴƎ ǘƘŜ ƭŜǎǎŜǊ ƻŦ ǘƘŜ ǇǊƻǇŜǊǘȅΩǎ ŀǇǇǊŀƛǎŜŘ ǾŀƭǳŜ ƻǊ ǎŀƭŜǎ ǇǊƛŎŜΤ ŀƴŘ  

¶ subtracting all liens against the property being traded, along with any real estate commission.   
 
If the property being traded has an FHA-insured mortgage, assumption processing requirements and restrictions 
apply.   
 
The lender must obtain a residential appraisal report complying with FHA appraisal policy to determine the 
ǇǊƻǇŜǊǘȅΩǎ ǾŀƭǳŜ ŀƴŘ Ƴǳǎǘ ŀƭǎƻ ƻōǘŀƛƴ ǘƘŜ {ŜǘǘƭŜƳŜƴǘ {ǘŀǘŜƳŜƴǘ ƻǊ ǎƛƳƛƭŀǊ ƭŜƎŀƭ ŘƻŎǳƳŜƴǘ ǘƻ ŘƻŎǳƳŜƴǘ ǘƘŜ ǎŀƭŜ 
of the property.   
 
For additional information see Handbook 4000.1 II.A.4.d.iii.(S); II.A.5.c.iii.(S) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.d.iii.(S);  
II.A.5.c.iii.(S) 

180.  6/17/15 When can borrower 
cash reserves be used 
as a compensating 
factor for a manually 
underwritten loan? 
 

Compensating factors may be used to justify approval of manually underwritten mortgages with qualifying ratios 
as described in Handbook 4000.1 II.A.5.d.viii.  Verified and documented cash reserves may be cited as a 
compensating factor subject to the following requirements:  

¶ Reserves are equal to or exceed 3 total monthly mortgage payments (1 and 2 units); or  

¶ Reserves are equal to or exceed 6 total monthly mortgage payments (3 and 4 units).  

 
wŜǎŜǊǾŜǎ ŀǊŜ ŎŀƭŎǳƭŀǘŜŘ ŀǎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǘƻǘŀƭ ŀǎǎŜǘǎ ƭŜǎǎΥ  

¶ the total funds required to close the mortgage;  

¶ gifts;  

¶ borrowed funds; and  

¶ cash received at closing in a cash-out refinance transaction or incidental cash received at closing in the 
mortgage transaction.  

For additional information see Handbook 4000.1 II.A.5.d.viii; II.A.5.d.ix.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.viii 
II.A.5.d.ix.(B). 
 

181.  6/17/15 What are the 
requirements regarding 
real estate tax credits 
to be received by a 

²ƘŜǊŜ ǊŜŀƭ ŜǎǘŀǘŜ ǘŀȄŜǎ ŀǊŜ ǇŀƛŘ ƛƴ ŀǊǊŜŀǊǎΣ ǘƘŜ ǎŜƭƭŜǊΩǎ ǊŜŀƭ ŜǎǘŀǘŜ ǘŀȄ ŎǊŜŘƛǘ Ƴŀȅ ōŜ ǳǎŜŘ ǘƻ ƳŜŜǘ ǘƘŜ bƻǊǊƻǿŜǊΩǎ 
Minimum Required Investment (MRI), if the lender documents that the borrower had sufficient assets to meet 
the MRI and the borrower paid closing costs at the time of underwriting.   
 

4000.1 
II.A.4.d.i.(B)(2)(j); 
II.A.4.c.i.(B) (2)(j)   

 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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borrower at closing? This permits the borrower to bring a portion of their MRI to the closing and combine that portion with the real 
estate tax credit for their total MRI.    
 
For additional information see Handbook 4000.1 II.A.4.d.i.(B)(2)(j); II.A.4.c.i.(B) (2)(j)  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

182.  6/17/15 How are debts paid by 
another person 
considered? 
 

A contingent liability refers to a liability that may result in the obligation to repay only when a specific event 
occurs. For example, a contingent liability exists when an individual can be held responsible for the repayment of 
a debt if another legally obligated party defaults on the payment. Contingent liabilities may include cosigner 
liabilities and liabilities resulting from a mortgage assumption without release of liability.   
 
The lender must include monthly payments on contingent liabilities in the ŎŀƭŎǳƭŀǘƛƻƴ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ 
obligations unless the lender verifies and documents that there is no possibility that the debt holder will pursue 
debt collection against the Borrower should the other party default or the other legally obligated party has made 
12 months of timely payments.    
 
REQUIRED DOCUMENTATION 

¶ Mortgage Assumptions - The lender must obtain the agreement creating the contingent liability or assumption 
ŀƎǊŜŜƳŜƴǘ ŀƴŘ ŘŜŜŘ ǎƘƻǿƛƴƎ ǘǊŀƴǎŦŜǊ ƻŦ ǘƛǘƭŜ ƻǳǘ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƴŀƳŜΦ   

¶ Cosigned Liabilities - If the cosigned liability is not included in the monthly obligation, the lender must obtain 
documentation to evidence that the other party to the debt has been making regular on-time payments during 
the previous 12 months, and does not have a history of delinquent payments on the loan.   

¶ Court Ordered Divorce Decree - The lender must obtain a copy of the divorce decree ordering the spouse to 
make payments.   

 
For additional information see Handbook 4000.1 II.A.4.b.iv.(K); II.A.5.a.iv.(M) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.b.iv.(K); 
II.A.5.a.iv.(M) 

183.  6/17/15 Do I have to count a 
debt that is almost paid 
off? 
 

The lender must determine the bƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ ƭƛŀōƛƭƛǘƛŜǎ ōȅ ǊŜǾƛŜǿƛƴƎ ŀƭƭ ŘŜōǘǎ ƭƛǎǘŜŘ ƻƴ ǘƘŜ ŎǊŜŘƛǘ ǊŜǇƻǊǘΣ 
Uniform Residential Loan Application (URLA), and required documentation. All applicable monthly liabilities must 
be included in the qualifying ratio. Closed-end debts do not have to be included if they will be paid off within 10 
months and the cumulative payments of all such debts are less than or equal to 5 percent of the borrowŜǊΩǎ ƎǊƻǎǎ 
monthly income. The borrower may not pay down the balance in order to meet the 10-month requirement.   
 
For additional information see Handbook 4000.1 II.A.4.b.iv.(A); II.A.5.a.iv.(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.b.iv.(A); 
II.A.5.a.iv.(A) 

184.  6/17/15 Are child support and 
alimony counted as a 
liability for qualifying? 
 

Alimony, Child Support, and Other Maintenance are court-ordered or otherwise agreed upon payments.   
 
For alimony, if the bƻǊǊƻǿŜǊΩǎ ƛƴŎƻƳŜ ǿŀǎ ƴƻǘ ǊŜŘǳŎŜŘ ōȅ ǘƘŜ ŀƳƻǳƴǘ ƻŦ ǘƘŜ ƳƻƴǘƘƭȅ alimony obligation in the 
ŎŀƭŎǳƭŀǘƛƻƴ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƎǊƻǎǎ ƛƴŎƻƳŜΣ ǘƘŜ ƭender must include the monthly obligation in the calculation of 

4000.1 
II.A.4.b.iv.(E); 
II.A.5.a.iv.(D) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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the bƻǊǊƻǿŜǊΩǎ ŘŜōǘΦ   
 
Child support and other maintenance are to be treated as a recurring liability and the lender must include the 
monthly obligation in the bƻǊǊƻǿŜǊΩǎ ƭƛŀōƛƭƛǘƛŜǎ ŀƴŘ ŘŜōǘΦ   
 
The lender must verify and document the monthly obligation by obtaining the official signed divorce decree, 
separation agreement, maintenance agreement, or other legal order and must also obtain the bƻǊǊƻǿŜǊΩǎ Ǉŀȅ 
stubs covering no less than 28 consecutive days to verify whether the borrower is subject to any order of 
garnishment relating to the alimony, child support, or other maintenance.   
 
The lender must calculate the borroǿŜǊΩǎ ƳƻƴǘƘƭȅ ƻōƭƛƎŀǘƛƻƴ ŦǊƻƳ ǘƘŜ ƎǊŜŀǘŜǊ ƻŦΥ   

¶ the amount shown on the most recent decree or agreement establishing the bƻǊǊƻǿŜǊΩǎ ǇŀȅƳŜƴǘ ƻōƭƛƎŀǘƛƻƴΤ ƻǊ  

¶ the monthly amount of the garnishment.   
 
For additional information see Handbook II.A.4.b.iv.(E); II.A.5.a.iv.(D) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

185.  6/17/15 Can I exclude the cost 
of utilities from the 
analysis when they are 
included in the HOA 
fees? 

The portion of a condominium fee that is clearly attributable to utilities may be subtracted from the HOA fees 
before computing qualifying ratios, provided the Borrower provides proper documentation, such as statements 
from the utility company.   
 
For additional information see Handbook II.A.5.d.vii.(B)(2) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.vii.(B)(2) 

186.  6/17/15 Must a monthly 
obligation for a leased 
energy system be 
included in the 
borrower's DTI? 

!ƴ ƻōƭƛƎŀǘƛƻƴ ŦƻǊ ŀ ƘƻƳŜ ŜƴŜǊƎȅ ǎȅǎǘŜƳ ƴŜŜŘ ƴƻǘ ōŜ ƛƴŎƭǳŘŜŘ ŀǎ ŀ ŘŜōǘ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǉǳŀƭƛŦȅƛƴƎ ǊŀǘƛƻǎΦ   HQ Policy 

187.  6/17/15 May non-taxable 
ƛƴŎƻƳŜ ōŜ άƎǊƻǎǎŜŘ 
ǳǇέΚ 
 

Non-Taxable Income refers to types of income not subject to federal taxes, which includes, but is not limited to:  

¶ some portion of Social Security Income;  

¶ some federal government employee Retirement Income;  

¶ Railroad Retirement benefits;  

¶ some state government Retirement Income;  

¶ certain types of disability and Public Assistance payments;  

¶ Child Support;  

¶ military allowances; and  

¶ other income that is documented as being exempt from federal income taxes.  

4000.1 
II.A.4.c.xii(P); 
II.A.5.b.xii(P) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The lender must document and support the amount of income to be grossed up for any non-taxable income 
source and the currŜƴǘ ǘŀȄ ǊŀǘŜ ŀǇǇƭƛŎŀōƭŜ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƛƴŎƻƳŜ ǘƘŀǘ ƛǎ ōŜƛƴƎ grossed up.  
 
The amount of continuing tax savings attributed to non-taxable income may be added to the bƻǊǊƻǿŜǊΩǎ ƎǊƻǎǎ 
income.  
 
The percentage of non-taxable income that may be added cannot exceed the greater of 15 percent or the 
appropriate tax rate for the income amount, based on the bƻǊǊƻǿŜǊΩǎ ǘŀȄ ǊŀǘŜ for the previous year. If the 
borrower was not required to file a federal tax return for the previous tax reporting period, the lender may gross 
up the non-taxable income by 15 percent.  
The lender may not make any additional adjustments or allowances based on the number of the bƻǊǊƻǿŜǊΩǎ 
dependents. 
 
For additional information see Handbook II.A.4.c.xii(P); II.A.5.b.xii(P) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

188.  6/17/15 How is rental income 
for the subject property 
calculated when 
analyzing borrower 
qualifying ratios? 
 

To calculate the effective income from the subject property where the borrower does not have a history of rental 
income from the subject property since the previous tax filing, the lender must use the lesser of:  

¶ the monthly operating income reported on Freddie Mac Form 998; or  

¶ 75 percent of the lesser of:  
- fair market rent reported by the appraiser; or 
- rent reflected in the lease or other rental agreement.  

 
To calculate effective income from the subject property where the borrower does have a history of rental income 
the lender must calculate the rental income by averaging the amount shown on Schedule E. Depreciation, 
mortgage interest, taxes, insurance and any HOA dues shown on Schedule E may be added back to the net 
income or loss.  
 
If the property has been owned for less than two years, the lender must annualize the rental income for the 
length of time the property has been owned. 
 
For additional information see Handbook 4000.1 II.A.4.c.xii.(I); II.A.5.b.xii.(I) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh    
 

4000.1 
II.A.4.c.xii.(I); 
A.5.b.xii.(I) 
 

189.  6/17/15 How is rental income 
from other real estate 
calculated?  
 

To calculate the effective net rental income from other real estate holdings, including a property being vacated 
by the borrower,  where the borrower does not have a history of rental income since the previous tax filing, the 
lender must deduct the Principal, Interest, Taxes, and Insurance (PITI) from the lesser of:  

¶ the monthly operating income reported on Freddie Mac Form 998; or  

4000.1 
II.A.5.b.xii.(I) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ 75 percent of the lesser of:  
- fair market rent reported by the appraiser; or  
- rent reflected in the lease or other rental agreement.  

 
To calculate effective income from other real estate where the borrower does have a history of rental income the 
lender must average the amount shown on the Schedule E provided the borrower continues to own all properties 
included on the Schedule E.  
Depreciation shown on Schedule E may be added back to the net income or loss.  
 
If the property has been owned for less than two years, the lender must annualize the rental income for the 
length of time the property has been owned. For properties with less than two years of rental income history, the 
lender must document the date of acquisition by providing the deed, Settlement Statement or similar legal 
document.  
 
tƻǎƛǘƛǾŜ ƴŜǘ ǊŜƴǘŀƭ ƛƴŎƻƳŜ Ƴǳǎǘ ōŜ ŀŘŘŜŘ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜŦŦŜŎǘƛǾŜ ƛƴŎƻƳŜΦ bŜƎŀǘƛǾŜ ƴŜǘ ǊŜƴǘŀƭ ƛncome must 
be included as a debt/liability. 
 
For additional information see Handbook 4000.1 II.A.5.b.xii.(I) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

190.  6/17/15 Can child support or 
alimony be used as 
income? 
 

Alimony, child support, or maintenance income refers to income received from a former spouse or partner or 
from a non-custodial parent of the borrower's minor dependent.  
 
The lender must obtain a fully executed copy of the bƻǊǊƻǿŜǊΩǎ Ŧƛƴŀƭ ŘƛǾƻǊŎŜ ŘŜŎǊŜŜΣ ƭŜƎŀƭ ǎŜǇŀǊŀǘƛƻƴ ŀƎǊŜŜƳŜƴǘΣ 
court order, or voluntary payment agreement with documented receipt.  
 
When using a final divorce decree, legal separation agreement or court order, the lender must obtain evidence of 
receipt using deposits on bank statements; canceled checks; or documentation from the child support agency for 
the most recent three months that supports the amount used in qualifying.  
 
If the borrower has received consistent alimony, child support or other maintenance payments for the most 
recent three months, the lender may use the current payment to calculate effective income.  
 
For a voluntary payment agreement, the lender must document receipt with 12 months of cancelled checks, 
deposit slips, or tax returns. If the borrower has received consistent alimony, child support or other maintenance 
payments for the most recent six months, the lender may use the current payment to calculate effective income.  
 
The lender must provide evidence that the claimed income will continue for at least three years. The lender may 
use the front and pertinent pages of the divorce decree/settlement agreement and/or court order showing the 

4000.1 
II.A.4.c.xii.(B); 
II.A.5.b.xii.(B) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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financial details.  
 
If the alimony, child support or other maintenance payments have not been consistently received for the most 
recent six months, the lender must use the average of the income received over the previous two years to 
calculate effective Income. If alimony, child support or maintenance income has been received for less than two 
years, the lender must use the average over the time of receipt. 
 
For additional information see Handbook 4000.1 II.A.4.c.xii.(B); II.A.5.b.xii.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh    

191.  6/17/15 Can disability payments 
be used as income? 

Disability benefits are benefits received from the Social Security Administration (SSA), Department of Veterans 
Affairs (VA,) other public agencies, or a private disability insurance provider. 
 
The lender must verify and document the bƻǊǊƻǿŜǊΩǎ ǊŜŎŜƛǇǘ ƻŦ ōŜƴŜŦƛǘǎ ŦǊom the SSA, VA or private disability 
insurance provider.  The lender must obtain:  
όмύ ŀ ŎƻǇȅ ƻŦ ǘƘŜ ƭŀǎǘ bƻǘƛŎŜ ƻŦ !ǿŀǊŘ ƭŜǘǘŜǊ ǿƘƛŎƘ ǎǘŀǘŜǎ ǘƘŜ  {{!Ωǎ ƻǊ ǇǊƛǾŀǘŜ Řƛǎŀōƛƭƛǘȅ ƛƴǎǳǊŜǊΩǎ ŘŜǘŜǊƳƛƴŀǘƛƻƴ ƻƴ 

the bƻǊǊƻǿŜǊΩǎ ŜƭƛƎƛōƛƭƛǘȅ ŦƻǊ Řƛǎŀōƛƭƛǘȅ ōŜƴŜŦƛǘǎΣ ƻǊ  
(2) equivalent documentation that establishes the award of benefits to the borrower. 
 
If the Notice of Award or equivalent document does not have a defined expiration date, the lender may consider 
the income effective and reasonably likely to continue.  The lender may not rely upon a pending or current re-
evaluation of medical eligibility for benefit payments as evidence that the benefit payment is not reasonably 
likely to continue.  
 
Under no circumstances may the lender inquire into or request documentation concerning the nature of the 
disability or the medical condition of the borrower. 
 
For Social Security Disability income, including Supplemental Security Income (SSI), the lender must obtain one of 
the following documents: 

¶ Federal tax returns; 

¶ The most recent bank statement evidencing receipt of income from the SSA; 

¶ ! tǊƻƻŦ ƻŦ LƴŎƻƳŜ [ŜǘǘŜǊΣ ŀƭǎƻ ƪƴƻǿƴ ŀǎ ŀ ά.ǳŘƎŜǘ [ŜǘǘŜǊέ ƻǊ ά.ŜƴŜŦƛǘǎ [ŜǘǘŜǊέ ǘƘŀǘ ŜǾƛŘŜƴŎŜǎ ƛƴŎƻƳŜ ŦǊƻƳ 
the SSA; or 

¶ ! ŎƻǇȅ ƻŦ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ Chwa {{!-1099/1042S, Social Security Benefit Statement. 
 
For VA disability benefits, the lender must obtain VA Form 26-8937, Verification of VA Benefits, showing the 
amount of the assistance and the expiration date of benefits, if any. 
 
For private disability benefits, the lender must obtain documentation from the private disability insurance 

4000.1  
II.A.4.c.xiii.(A); 
II.A.5.b.xiii.(A) 
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provider showing the amount of the assistance and the expiration date of the benefits, if any. 
 
The lender must use the most recent amount of benefits received to calculate effective income. 

For additional information see Handbook 4000.1 II.A.4.c.xii.(A) (1); II.A.5.b.xii.(A)(1) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh    

192.  6/17/15 Can public assistance be 
used as income? 

Public assistance refers to income received from government assistance programs.  Lenders must verify and 
document the income received from the government agency.  The lender must use the current rate of public 
assistance received to calculate effective income. 
 
For additional information see Handbook 4000.1 II.A.4.c.xii.(F); II.A.5.b.xii.(F) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II A.4.c.xii.(F) 
II.A.5.b.xii.(F) 

193.  6/17/15 Can income earned 
from part-time 
employment be used as 
income? 
 

Part-time employment refers to employment that is not the bƻǊǊƻǿŜǊΩǎ ǇǊƛƳŀǊȅ ŜƳǇƭƻȅƳŜƴǘ ŀƴŘ ƛǎ ƎŜƴŜǊŀƭƭȅ 
performed for less than 40 hours per week. The lender may use part-time employment income as effective 
income if the borrower has worked a part-time job uninterrupted for the past two years and the current position 
is reasonably likely to continue.  The income must be averaged over the previous two years. If the lender can 
document an increase in pay rate, a 12-month average of hours at the current pay rate may be used.   
 
For additional information see Handbook 4000.1 II.A.4.c.iv; II.A.5.b.iv available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.iv; 
II.A. 5.b.iv 

194.  6/17/15 Can income from 
employment that has 
not begun be used as 
income? 
 

Expected income refers to income from cost-of-living adjustments, performance raises, a new job, or retirement 
that has not been, but will be received within 60 days of mortgage closing.   
 
The lender must verify and document the existence and amount of expected income with the employer in writing 
and that it is guaranteed to begin within 60 days of mortgage closing.  
 
For expected retirement income, the lender must verify the amount and that it is guaranteed to begin within 60 
days of the mortgage closing.  
 Income is calculated in accordance with the standards for the type of income being received.  
The lender must also verify that the borrower will have sufficient income or cash reserves to support the 
mortgage payment and any other obligations between mortgage closing and the beginning of the receipt of the 
income.   
For additional information see Handbook 4000.1 II.A.4.c.xii.(L); II.A.5.b.xii.(L) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.xii.(L); 
II.A.5.b.xii.(L)   

195.  6/17/15 How do I approach 
transactions where we 
know the income will 
be changing? 

Expected income refers to income from cost-of-living adjustments, performance raises, a new job, or retirement 
that has not been, but will be received within 60 days of mortgage closing.   
 
The lender must verify and document the existence and amount of expected income with the employer in writing 

4000.1 
II.A.4.c.xii. (L); 
 II.A.5.b.xii. (L);  
II.A.4.c.xi(C);  

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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 and that it is guaranteed to begin within 60 days of mortgage closing.  
 
For expected retirement income, the lender must verify the amount and that it is guaranteed to begin within 60 
days of the mortgage closing. 
 
Income is calculated in accordance with the standards for the type of income being received.  
The lender must also verify that the borrower will have sufficient income or cash reserves to support the 
mortgage payment and any other obligations between mortgage closing and the beginning of receipt of the 
income.   
 
For borrowers with a temporary reduction of income due to a short-term disability or similar temporary leave, 
the lender may consider the bƻǊǊƻǿŜǊΩǎ ŎǳǊǊŜƴǘ ƛƴŎƻƳŜ ŀǎ effective income, if it can verify and document the 
borrower:  

¶  intends to return to work;  

¶  has the right to return to work; and  

¶  qualifies for the mortgage taking into account any reduction of income due to the circumstance.  

 
For borrowers returning to work before or at the time of the first mortgage payment due date, the lender may 
use the bƻǊǊƻǿŜǊΩǎ ǇǊŜ-leave income.  
For borrowers returning to work after the first mortgage payment due date, the lender may use the bƻǊǊƻǿŜǊΩǎ 
current income plus available surplus liquid asset reserves, above and beyond any required reserves, as an 
income supplement up to the amount of the bƻǊǊƻǿŜǊΩǎ ǇǊŜ-leave income. 
 
For additional information see Handbook 4000.1 II.A.4.c.xi(C); II.A.5.b.xi.(C); II.A.4.c.xii.(L); II.A.5.b.xii.(L) available 
at http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

II.A.5.b.xi.(C)   

196.  6/17/15 How do you calculate 
income for self-
employed borrowers? 
 

The lender must analyze the bƻǊǊƻǿŜǊΩǎ tax returns to determine gross self-employment income.  
 
Requirements for analyzing self-employment documentation are found in Handbook 4000.1 Appendix 2.0 - 
Analyzing IRS Forms.  
 
The lender must calculate gross self-employment income by using the lesser of:  

¶ the average gross self-employment income earned over the previous 2 years; or  

¶  the average gross self-employment income earned over the previous 1 year.  

For loans receiving a TOTAL Scorecard Accept/Eligible recommendation refer to the self-employment income 
requirements in Handbook 4000.1 II.A.4.c.x. 

 

For loans that must be manually underwritten, refer to the self-employment income requirements in Handbook 

4000.1 
II.A.4.c.x; 
II.A.5.b.x; 
Appendix 2.0 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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4000.1 II.A.5.b.x. 

 

Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

197.  6/17/15 Can overtime or 
bonuses be used as 
income? 
 

Overtime and bonus income refers to income that the borrower receives in addition to the bƻǊǊƻǿŜǊΩǎ ƴƻǊƳŀƭ 
salary.  The lender may use overtime and bonus Income as effective income if the borrower has received this 
income for the past two years and it is reasonably likely to continue.  Periods of overtime and bonus income less 
than two years may be considered effective income if the lender documents that the overtime and bonus income 
has been consistently earned over a period of not less than one year and is reasonably likely to continue.   
 
For employees with overtime or bonus income, the lender must average the income earned over the previous 
two years to calculate effective income. However, if the overtime or bonus income from the current year 
decreases bȅ нл ǇŜǊŎŜƴǘ ƻǊ ƳƻǊŜ ŦǊƻƳ ǘƘŜ ǇǊŜǾƛƻǳǎ ȅŜŀǊΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǳǎŜ ǘƘŜ ŎǳǊǊŜƴǘ ȅŜŀǊΩǎ ƛƴŎƻƳŜΦ   
 
For additional information see Handbook 4000.1 II.A.4.c.xi(C); II.A.5.b.xi.(C); II.A.4.c.xii.(L); II.A.5.b.xii.(L) available 
at http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh    

4000.1 
II.A.4.c.v; 
II.A.5.b.v   

198.  6/17/15 How do I document 
employment for non-
permanent resident 
aliens? 
 

The Employment Authorization Document issued by the United States Citizenship and Immigration Services 

(USCIS) is required to substantiate work status. If the Employment Authorization Document will expire within one 

year and a prior history of residency status renewals exists, the lender may assume that continuation will be 
granted. If there are no prior renewals, the lender must determine the likelihood of renewal based on 
information from the USCIS.  
 
A borrower residing in the U.S. by virtue of refugee or asylee status granted by the USCIS is automatically eligible 
to work in this country. The Employment Authorization Document is not required, but documentation 
substantiating the refugee or asylee status must be obtained. 
 
While a borrower is required to have a valid Social Security Number, in no case is a Social Security card sufficient 
to prove immigration or work status. 
 
For additional information see Handbook 4000.1 II.A.1.b.ii.(A)(9)(b) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
 

 

40001. 
II.A.1.b.ii.(A)(9)(b) 

199.  6/17/15 Can commissions be 
used as income? 
 

Commission income refers to income that is paid contingent upon the conducting of a business transaction or the 
performance of a service.   
 
Commission Income may be used as effective income if the borrower earned the income for at least one year in 
the same or similar line of work and it is reasonably likely to continue.  

4000.1 
II.A.4.c.ix;  
 II.A.5.b.ix;   
Appendix 2.0 - Analyzing IRS 
Forms 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ CƻǊ /ƻƳƳƛǎǎƛƻƴ LƴŎƻƳŜ ƭŜǎǎ ǘƘŀƴ ƻǊ Ŝǉǳŀƭ ǘƻ нр ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǘƻǘŀƭ ŜŀǊƴƛƴƎǎΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǳǎŜ 
traditional or alternative employment documentation.   

¶ For Commission Income ƎǊŜŀǘŜǊ ǘƘŀƴ нр ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǘƻǘŀƭ ŜŀǊƴƛƴƎǎΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ƻōǘŀƛƴ 
signed tax returns, including all applicable schedules, for the last two years. In lieu of signed tax returns from 
the borrower, the lender may obtain a signed IRS Form 4506, Request for Copy of Tax Return, IRS Form 4506-T, 
Request for Transcript of Tax Return, or IRS Form 8821, Tax Information Authorization, and tax transcripts 
directly from the IRS. 

 
The lender must calculate effective income for commission by using the lesser of:  
(a) the average net Commission Income earned over the previous two years, or the length of time Commission 

Income has been earned if less than two years; or  
(b) the average net Commission Income earned over the previous one year. The net Commission Income is 

calculated by subtracting the unreimbursed business expenses from the gross Commission Income.  
 
The lender must reduce the effective income by the amount of any unreimbursed employee business expenses, 
ŀǎ ǎƘƻǿƴ ƻƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ {ŎƘŜŘǳƭŜ !Φ For informaǘƛƻƴ ƻƴ ŀƴŀƭȅȊƛƴƎ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ млплΣ ǊŜǾƛŜǿ IŀƴŘōƻƻƪ 
4000.1 Appendix 2.0 - Analyzing IRS Forms. 
 
For additional information see Handbook 4000.1 II.A.4.c.ix ; II.A.5.b.ix  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

 

200.  6/17/15 Can Social Security 
benefits be used as 
income? 

Social Security Income or Supplemental Security Income (SSI) refers to income received from the Social Security 
Administration (SSA) other than disability income. ¢ƘŜ ƳƻǊǘƎŀƎŜŜ Ƴǳǎǘ ǾŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ 
receipt of income from the SSA and that it is likely to continue for at least a three year period from the date of 
case number assignment. For SSI, the mortgagee must obtain any one of the following documents: 

¶ federal tax returns; 

¶ the most recent bank statement evidencing receipt of income from the SSA; 

¶ ŀ tǊƻƻŦ ƻŦ LƴŎƻƳŜ [ŜǘǘŜǊΣ ŀƭǎƻ ƪƴƻǿƴ ŀǎ ŀ ά.ǳŘƎŜǘ [ŜǘǘŜǊέ ƻǊ ά.ŜƴŜŦƛǘǎ [ŜǘǘŜǊέ ǘƘŀǘ ŜǾƛŘŜƴŎŜǎ ƛƴŎƻƳŜ ŦǊƻƳ 
the SSA; or 

¶ ŀ ŎƻǇȅ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ {{! CƻǊƳ-1099/1042S, Social Security Benefit Statement. 
 
In addition to verification of income, the mortgagee must document the continuance of this income by obtaining 
from the borrower:  
(мύ ŀ ŎƻǇȅ ƻŦ ǘƘŜ ƭŀǎǘ bƻǘƛŎŜ ƻŦ !ǿŀǊŘ ƭŜǘǘŜǊ ǿƘƛŎƘ ǎǘŀǘŜǎ ǘƘŜ {{!Ωǎ ŘŜǘŜǊƳƛƴŀǘƛƻƴ ƻƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƭƛƎƛōƛƭƛty for 
SSA income, or  
(2) equivalent documentation that establishes award benefits to the borrower (equivalent document).  
 
If any income from the SSA is due to expire within three years from the date of case number assignment, that 
income may not be used for qualifying. If the Notice of Award or equivalent document does not have a defined 

4000.1 
II.A.4.c.xii.(H)(1); 
II.A.5.b.xii.(H)(1)  
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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expiration date, the mortgagee must consider the income effective and reasonably likely to continue. The 
mortgagee may not request additional documentation from the Borrower to demonstrate continuance of Social 
Security Income.  
 
If the Notice of Award letter or equivalent document specifies a future start date for receipt of income, this 
income may only be considered effective on the specified start date. 
 
The mortgagee must use the current amount of Social Security Income received to calculate Effective Income. 
 
For information on Disability Income see Handbook 4000.1 II.A.4.c.xii.(A) & 5.b.xii.(A).  
 
For more information on Social Security Income see Handbook 4000.1 II.A.4.c.xii.(H)(1) & II.A.5.b.xii.(H)(1). 
 
Handbook 4000.1 is available at  
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

201.  6/17/15 How does FHA view 
borrowers who change 
jobs frequently? 
 

If the borrower has changed jobs more than three times in the previous 12-month period, or has changed lines of 
work, the lender must take additional steps to verify and ŘƻŎǳƳŜƴǘ ǘƘŜ ǎǘŀōƛƭƛǘȅ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅƳŜƴǘ 
income. The lender  must obtain:  

¶ transcripts of training and education demonstrating qualification for a new position; or  

¶  employment documentation evidencing continual increases in income and/or benefits.  

 

For additional information see Handbook 4000.1 II.A.4.c.xi(A);  II.A.5.b.xi(A) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.xi(A); 
II.A.5.b.xi (A) 

202.  6/17/15 How are gaps in 
employment 
considered when 
analyzing income 
stability? 

For borrowers with gaps in employment of six months or more (an extended absence), the lender may consider 
ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎǳǊǊŜƴǘ ƛƴŎƻƳŜ ŀǎ ŜŦŦŜŎǘƛǾŜ ƛncome if it can verify and document that:  

¶ the borrower has been employed in the current job for at least six months at the time of case number 
assignment; and  

¶ a two year work history prior to the absence from employment using standard or alternative employment 
verification.  

 
For additional information see Handbook 4000.1 II.A.4.c.xi.(B); II.A.5.b.xi.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.xi.(B); 
II.A.5.b.xi (B) 

203.  6/17/15 How should lenders 
treat temporary 
reductions in income? 

For borrowers with a temporary reduction in income due to a short-term disability or similar temporary leave, 
ǘƘŜ ƭŜƴŘŜǊ Ƴŀȅ ŎƻƴǎƛŘŜǊ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎǳǊǊŜƴǘ ƛƴŎƻƳŜ ŀǎ ŜŦŦŜŎǘƛǾŜ ƛƴŎƻƳŜΣ ƛŦ ƛǘ Ŏŀƴ ǾŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŀǘΥ 

¶ The borrower has the right to return to work; and 

¶ The borrower qualifies for the mortgage taking into account any reduction income due to circumstances. 
 

4000.1 
II.A.4.c.xi.(C); 
II.A.5.b.xi (C) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For borrowers returning to work before or at the time of the first mortgage payment due date, the lender may 
ǳǎŜ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǇǊŜ-leave income. 
 
For borrowers returning to work after the ŦƛǊǎǘ ƳƻǊǘƎŀƎŜ ǇŀȅƳŜƴǘ ŘǳŜ ŘŀǘŜΣ ǘƘŜ ƭŜƴŘŜǊ Ƴŀȅ ǳǎŜ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ 
current income plus available surplus liquid asset Reserves, above and beyond any required reserves, as an 
ƛƴŎƻƳŜ ǎǳǇǇƭŜƳŜƴǘ ǳǇ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻŦ  ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǇǊŜ-leave income.  The amount of the monthly income 
supplement is the total amount of surplus reserves divided by the number of months between the first payment 
ŘǳŜ ŘŀǘŜ ŀƴŘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƛƴǘŜƴŘŜŘ ŘŀǘŜ ƻŦ ǊŜǘǳǊƴ ǘƻ ǿƻǊƪΦ 
 
The lender must provide the following documentation for borrowers on temporary leave: 

¶ ! ǿǊƛǘǘŜƴ ǎǘŀǘŜƳŜƴǘ ŦǊƻƳ ǘƘŜ ōƻǊǊƻǿŜǊ ŎƻƴŦƛǊƳƛƴƎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƛƴǘŜƴǘ ǘƻ ǊŜǘǳǊƴ ǘƻ ǿƻǊƪΣ ŀƴŘ ǘƘŜ 
intended date of return; 

¶ 5ƻŎǳƳŜƴǘŀǘƛƻƴ ƎŜƴŜǊŀǘŜŘ ōȅ ŎǳǊǊŜƴǘ ŜƳǇƭƻȅŜǊ ŎƻƴŦƛǊƳƛƴƎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƭƛƎƛōƛƭƛǘȅ ǘƻ ǊŜǘǳǊƴ ǘƻ ŎǳǊǊŜƴǘ 
employment after temporary leave; and 

¶ Documentation of sufficient liquid assets, in accordance with Handbook 4000.1 Sources of Funds 
ǊŜǉǳƛǊŜƳŜƴǘǎΣ ǳǎŜŘ ǘƻ ǎǳǇǇƭŜƳŜƴǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƛƴŎƻƳŜ ǘƘǊƻǳƎƘ ƛƴǘŜƴŘŜŘ ŘŀǘŜ ƻŦ ǊŜǘǳǊƴ ǘƻ ǿƻǊƪ ǿƛǘƘ ǘƘŜ 
current employer. 

 
For additional information see Handbook 4000.1 II.A.4.c.xi.(C); II.A.5.b.xi.()  available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

204.  6/17/15 Where can I find 
employment 
documentation 
requirements? 
 

Employment income refers to income received as an employee of a business that is reported on IRS Form W-2.   
CƻǊ ŜƳǇƭƻȅƳŜƴǘ ǊŜƭŀǘŜŘ LƴŎƻƳŜΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǾŜǊƛŦȅ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ н ȅŜŀǊǎ ƻŦ ŜƳǇƭƻȅƳŜƴǘ ŀƴŘ 
income and use one of the following documentation methods:  
 
TRADITIONAL DOCUMENTATON - CURRENT EMPLOYMENT  
Obtain the most recent pay stub and one of the following to verify current employment:  

¶  written Verification of Employment (VOE) covering 2 years; or  

¶  electronic verification acceptable to FHA.  

ALTERNATIVE  DOCUMENTATION - CURRENT EMPLOYMENT  
hōǘŀƛƴ ŎƻǇƛŜǎ ƻŦ ǘƘŜ Ƴƻǎǘ ǊŜŎŜƴǘ Ǉŀȅ ǎǘǳō ǘƘŀǘ ǎƘƻǿǎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ȅŜŀǊ-to-date earnings;  

¶ obtain copies of the original IRS W-2 forms from the previous 2 years; and  

¶ document current employment by telephone, sign and date the verification documentation, and note the 
name, title, and telephone number of the person with whom employment was verified.  

 
REVERIFICATION OF EMPLOYMENT  
Re-verification of employment applies to both traditional and alternative documentation methods and must be 
completed within 10 days prior to mortgage disbursement. Verbal re-verification of employment is acceptable.  

4000.1 
II.A.4.c.ii;  
II.A.5.b.ii 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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PAST EMPLOYMENT DOCUMENTATION 
5ƛǊŜŎǘ ǾŜǊƛŦƛŎŀǘƛƻƴ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŜƳǇƭƻȅƳŜƴǘ Ƙƛǎtory for the previous 2 years is not required if all of the 
following conditions are met:  

¶ The current employer confirms a 2 year employment history, or a paystub reflects a hiring date.  

¶ Only base pay is used to qualify (no overtime or bonus income).  

¶ The borrower executes IRS Form 4506, Request for Copy of Tax Return, or IRS Form 8821, Tax Information 
Authorization, for the previous 2 tax years.  

If the applicant has not been employed with the same employer for the previous 2 years and/or not all conditions 
immediately above can be met, then the lender must obtain one or a combination of the following for the most 
recent 2 years to verify employment history:  

¶  W-2(s)  

¶  VOE(s)  

¶  electronic verification acceptable to FHA  

¶  evidence supporting enrollment in school or the military during the most recent 2 full years  

 

For additional information see Handbook 4000.1, II.A.5.b.ii available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

205.  6/17/15 Can automobile 
allowances be used as 
income? 
 

Automobile allowance refers to the funds provided by the borrower's employer for automobile related expenses.  
The lender must verify and document the automobile allowance received from the employer for the previous two 
years and obtain IRS Form 2106, Employee Business Expenses, for the previous two years.  
 
To determine the portion of the allowance that can be considered effective income the lender must subtract 
automobile expenses as shown on IRS Form 2106 from the automobile allowance before calculating effective 
income based on the current amount of the allowance received. If the borrower uses the standard per-mile rate 
in calculating automobile expenses, as opposed to the actual cost method, the portion that the IRS considers 
depreciation may be added back to income. Expenses that must be treated as recurring debt include:  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ ŎŀǊ ǇŀȅƳŜƴǘΤ ŀƴŘ  

¶ any loss resulting from the calculation of the difference between the actual expenditures and the expense 
account allowance.  

For additional information see Handbook 4000.1 II.A.4.c.xii.(G); II.A.5.b.xii.(G) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh 

4000.1 
II.A.4.c.xii.(G); 
II.A.5.b.xii.(G) 

206.  6/17/15 For how long must the 
borrower be employed? 

CƻǊ ŀƭƭ ŜƳǇƭƻȅƳŜƴǘ ǊŜƭŀǘŜŘ ƛƴŎƻƳŜΣ ǘƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǾŜǊƛŦȅ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ǘǿƻ ȅŜŀǊǎ ƻŦ ŜƳǇƭƻȅƳŜƴǘ 
and income. Effective Income must be reasonably likely to continue through at least the first three years of the 
mortgage.   
 
For additional information see Handbook 4000.1 II.A.4.c.; II.A.5.b. available at 

4000.1 
II.A.4.c; 
II.A.5.b. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

207.  6/17/15 Can seasonal 
employment be used as 
income? 
 

Seasonal employment refers to employment that is not year round, regardless of the number of hours per week 
the borrower works on the job.  Seasonal employment may be considered effective income if the borrower has 
worked the same line of work for the past two years and is reasonably likely to be rehired for the next season.  
 
The lender may consider unemployment income as effective income for those with effective seasonal 
employment income. The unemployment income must be documented for two full years and there must be 
reasonable assurance that the income will continue.  
 
The lender must average the income earned over the previous two full years to determine the effective income.   
 
For additional information see Handbook 4000.1 II.A.4.c.vi; II.A.5.b.vi available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.vi; 
II.A.5.b.vi   

208.  6/17/15 How do I analyze self-
employment income for 
sole proprietorship, 
corporations or other 
businesses? 
 

Self-employment income refers to income generated by a business in which the borrower has a 25 percent or 
greater ownership interest.  There are four basic types of business structures. They include: sole proprietorships; 
ŎƻǊǇƻǊŀǘƛƻƴǎΤ ƭƛƳƛǘŜŘ ƭƛŀōƛƭƛǘȅ ƻǊ ά{έ ŎƻǊǇƻǊŀǘƛƻƴǎΤ ŀƴŘ ǇŀǊǘƴŜǊǎƘƛǇǎΦ  
 
Self-employment income should be calculated based on the requirements in Handbook 4000.1 for self-
employment income. 
 
For additional information see Handbook 4000.1 II.A.4.c.x ; II.A.5.b.x; Appendix 2.0 ς Analyzing IRS Forms 
available at 
http://portal.h ud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.x;  
II.A.5.b.x;  
Appendix 2.0 - Analyzing IRS 
Forms 

209.  6/17/15 Are there special 
guidelines for 
borrowers who are 
employed by a family 
owned business? 
 

Family-ƻǿƴŜŘ ōǳǎƛƴŜǎǎ ƛƴŎƻƳŜ ǊŜŦŜǊǎ ǘƻ ŜƳǇƭƻȅƳŜƴǘ ƛƴŎƻƳŜ ŦǊƻƳ ŀ ōǳǎƛƴŜǎǎ ƻǿƴŜŘ ōȅ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŦŀƳƛƭȅΣ 
but in which the borrower is not an owner. The lender must verify and document that the borrower is not an 
owner in the family-owned business by using official business documents showing the ownership percentage.  
 Official business documents include corporate resolutions or other business organizational documents, business 
tax returns or Schedule K-1(IRS Form 1065), U.S. Return of Partnership Income, or an official letter from a 
certified public accountant on their business letterhead. In addition to traditional or alternative employment 
documentation requirements, the lender must obtain copies of signed personal tax returns or tax transcripts.     
 
For additional information see Handbook 4000.1 II.A.4.c.viii ; II.A.5.b.viii; available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.viii; 
II.A.5.b.viii. 
 

210.  6/17/15 Can rent received from 
boarders be used as 
income? 
 

Boarder refers to an indivƛŘǳŀƭ ǊŜƴǘƛƴƎ ǎǇŀŎŜ ƛƴǎƛŘŜ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŘǿŜƭƭƛƴƎ ǳnit. 
 
Rental Income from boarders is only acceptable if the borrower has a two-year history of receiving income from 
boarders that is shown on the tax return and the borrower is currently receiving boarder income.   
 

4000.1 
II.A.4.c.xii.(I)(4); 
II.A.5.b.xii.(I)(4)   

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh


 

Disclaimer: These Frequently Asked Questions (FAQs) are relating to sections of the new, consolidated Single Family Housing Handbook 4000.1 that will 
become effective on September 14, 2015.  These FAQs are not applicable to the FHA policies currently in effect.  These FAQs are for informational purposes 

only and do not establish or moŘƛŦȅ ǘƘŜ ǇƻƭƛŎȅ ŎƻƴǘŀƛƴŜŘ ƛƴ CI!Ωǎ IŀƴŘōƻƻƪǎ ŀƴŘ aƻǊǘƎŀƎŜŜ [ŜǘǘŜǊǎ ƛƴ ŀƴȅ ǿŀȅΦ 
 

 

FHA Single Family Housing Policy Handbook (HUD Handbook 4000.1) Frequently Asked Questions Preview 

94 

Credit Underwriting 
Row # Added FAQ Answer References 

The lender must obtain two years of the bƻǊǊƻǿŜǊΩǎ ǘŀȄ ǊŜǘǳǊƴǎ ŜǾƛŘŜƴŎƛƴg income from boarders and the current 
lease.   
 
For purchase transactions, a copy of the executed written agreement documenting their intent to continue 
boarding with the borrower must be obtained.  The lender must calculate the effective income by using the lesser 
of the two-year average or the current lease.   
 
For additional information see Handbook 4000.1 II.A.4.c.xii.(I)(4); II.A.5.b.xii.(I)(4) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

211.  6/17/15 What is FHA's definition 
of self-employed? 

A borrower with a 25 percent or greater ownership interest in a business is considered self-employed for FHA 
mortgage loan underwriting purposes.  
 
For additional information see Handbook 4000.1 II.A.4.c.x; II.A.5.b.x available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.x; 
II.A.5.b.x 

212.  6/17/15 How do I calculate 
income for a person in 
the military? 
 

Military income refers to income received by military personnel during their period of active, Reserve, or National 
Guard service, including:  

¶ Base pay;  

¶ Basic Allowance for Housing;  

¶ Clothing allowances; 

¶ Flight or hazard pay;  

¶ Basic Allowance for Subsistence; and  

¶ Proficiency pay.   
 
The lender may not use education benefits as effective income.   
 
A copy of the bƻǊǊƻǿŜǊΩǎ ƳƛƭƛǘŀǊȅ [ŜŀǾŜ ŀƴŘ 9ŀǊƴƛƴƎǎ {ǘŀǘŜƳŜƴǘ ό[9{ύ must be obtained to verify the expiration 
term of service date on the LES. If the expiration term of service date is within the first 12 months of the 
mortgage, military income may only be considered effective income if the borrower represents their intent to 
continue military service.  The lender must use the current amount of military income received to calculate 
effective income.   
 
For additional information see Handbook 4000.1 II.A.4.c.xii.(C); II.A.5.b.xii.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.xii.(C); 
 II.A.5.b.xii.(C) 

213.  6/17/15 Can a trust be used as 
income? 

Trust income refers to income that is regularly distributed to a borrower from a trust account, The lender must: 

¶ verify and document the existence of the Trust Agreement or other trustee statement.  

¶ verify and document the frequency, duration, and amount of the distribution by obtaining a bank statement or 
transaction history from the bank.  

¶ verify that regular payments will continue for at least the first three years of the mortgage term.  

4000.1 
II.A.4.c.xii.(M); 
II.A.5.b.xii.(M) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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¶ use the income based on the terms and conditions in the Trust Agreement or other trustee statement to 
calculate effective income. 

 

For additional information see Handbook 4000.1 II.A.4.c.xii.(M); II.A.5.b.xii.(M)available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

214.  6/17/15 Can Mortgage Credit 
Certificates be used as 
income? 
 

Mortgage Credit Certificates refer to government mortgage payment subsidies other than Section 8 
Homeownership Vouchers.  
 
The lender musǘ ǾŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘŀƭ Ŝƴǘƛǘȅ ǎǳōǎƛŘƛȊŜǎ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ Ƴortgage 
payments either through direct payments or tax rebates. 
 
Mortgage Credit Certificate income that is not used to directly offset the mortgage payment before calculating 
the qualifying ratios may be included as effective income. The lender must use the current subsidy rate to 
calculate the effective income.   
 
For additional information see Handbook 4000.1 II.A.4.c.xii.(D); II.A.5.b.xii.(D) available at 
http://port al.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.c.xii.(D); 
II.A.5.b.xii.(D) 

215.  6/17/15 How is residual income 
calculated for a 
manually underwritten 
loan? 
 

Residual income may be cited as an acceptable compensating factor for qualifying ratios as described in 
Handbook 4000.1 II.A.5.d.viii.  
 
Residual income is calculated as total effective income of all occupying borrowers less:   

¶ state income taxes; 

¶ federal income taxes;  

¶ municipal or other income taxes;  

¶ retirement or Social Security;  

¶ proposed total mortgage payment;  

¶ estimated maintenance and utilities;  

¶ job related expenses (e.g., child care); and 

¶ the amount of the gross up of any non-taxable income.   
 
If available, lenders must use federal and state tax returns from the most recent tax year to document state and 
local taxes, retirement, Social Security and Medicare. If tax returns are not available, lenders may rely upon 
current pay stubs.   
For estimated maintenance and utilities, multiply the gross living area of the property by the maintenance and 
utility factor found in the Lenders Handbook - VA Pamphlet 26-7.   
 
To use residual income as a compensating factor, the lender must count all members of the household of the 
occupying borrower without regard to the nature of their relationship and without regard to whether they are 

4000.1 
II.A.5.d.viii;  
II.A.5.d.ix(F) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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ƧƻƛƴƛƴƎ ƻƴ ǘƛǘƭŜ ƻǊ ǘƘŜ bƻǘŜ ǘƻ ŘŜǘŜǊƳƛƴŜ άŦŀƳƛƭȅ ǎƛȊŜΦέ ¢ƘŜ ƭŜƴŘŜǊ Ƴŀȅ ƻƳƛǘ ŀƴȅ ƛƴŘƛǾƛŘǳŀƭǎ ŦǊƻƳ άŦŀƳƛƭȅ ǎƛȊŜέ 
who are fully supported from a source of verified income which is not included in effective income in the 
mortgage analysis. These individuals must voluntarily provide sufficient documentation to verify their income to 
qualify for this exception.  
 
From the table provided in Lenders Handbook - VA Pamphlet 26-7, select the applicable mortgage amount, region 
and household size. If residual income equals or exceeds the corresponding amount on the table, it may be cited 
as a compensating factor. 
 
For additional information see Handbook 4000.1 II.A.5.d.viii; II.A.5.d.ix(F) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

216.  6/17/15 What is the Back to 
Work Program? 
 

The Back to Work ς Extenuating Circumstances Policy guidance allows borrowers who have experienced an 
economic event resulting in loss of employment and household income to use an alternative manner for credit 
qualification for purchase money mortgages. 
 

An economic event for the purposes of the Back to Work-Extenuating Circumstances program refers to any 
ƻŎŎǳǊǊŜƴŎŜ ōŜȅƻƴŘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ control that results in loss of employment, loss of income, or both, which 
ŎŀǳǎŜǎ ŀ ǊŜŘǳŎǘƛƻƴ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƘƻǳǎŜƘƻƭŘ ƛƴŎƻƳŜ ƻŦ нл ǇŜǊŎŜƴǘ ƻǊ ƳƻǊŜ ŦƻǊ ŀ ǇŜǊƛƻŘ ƻŦ ŀǘ ƭŜŀǎǘ ǎƛȄ ƳƻƴǘƘǎΦ 
 

Back to Work guidance is effective for purchase applications with case numbers assigned on or after August 15, 
2013 through September 30, 2016. 
 
For additional information see Handbook 4000.1 II.A.5.d.xi available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.xi  
 

217.  6/17/15 How do lenders 
document loss of 
income for Back to 
Work? 
 

The lender must obtain the necessary authorization to verify the loss of income of the household member that 
experienced the economic event, even if the household member is not an applicant on the current mortgage. 
 
¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ǾŜǊƛŦȅ ŀƴŘ ŘƻŎǳƳŜƴǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƘƻǳǎŜƘƻƭŘ ƛƴŎƻƳŜ ǇǊƛƻǊ ǘƻ ƭƻǎǎ ƻŦ ƛƴŎƻƳŜ ōȅ ƻōǘŀƛƴƛƴƎ ŀ 
written Verification of Employment (VOE) evidencing prior income, or tax transcripts, or W-2s.  
For a loss of income based on seasonal employment, the lender must verify and document a two-year history of 
seasonal employment in the same field immediately prior to the loss of income, in addition to meeting the 
documentation requirement above.  
 
For a loss of income based on part-time employment, the lender must verify and document a two-year history of 
continuous part-time employment immediately prior to the loss of income in addition to meeting the 
documentation requirements above. 
 
Only the income of borrowers who were household members at the time of the economic event may be used as 
effective income for the purpose of establishing a 20 percent reduction in income. 

4000.1  
II.A.5.d.xi 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For additional information see Handbook 4000.1 II.A.5.d.xi available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

218.  6/17/15 How do lenders 
document loss of 
employment for Back to 
Work? 
 

The lender must verify and document the loss of employment by obtaining a written Verification of Employment 
(VOE) evidencing the termination date. In cases where the prior employer is no longer in business, the lender 
must obtain a written termination notice or other publicly available documentation of the business closure. They 
must also document receipt of unemployment income. 
 
For additional information see Handbook 4000.1 II.A.5.d.xi available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.xi. 

219.  6/17/15 How do lenders 
determine the income 
of a Household 
Member for Back to 
Work? 
 

The gross income of each household member must be determined according to the guidelines Sections II.A.4 and 
5 of Handbook 4000.1.  
 
Only the income of borrowers who were household members at the time of the economic event may be used as 
effective income for the purpose of establishing a 20 percent reduction in income. 
 
Only the income from the borrower, not household income, may be used as effective income for the purpose of 
qualifying for the new loan.   
 
For additional information see Handbook 4000.1 II.A.5.d.xi. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.xi. 
 

220.  6/17/15 Is a household member 
required to be a 
borrower on the 
application for Back to 
Work? 

A household member does not need to be a borrower on the current application. However, the lender must 
obtain the necessary authorization to verify the loss of income of the household member that experienced the 
economic event, even if the household member is not an applicant on the current mortgage.   
 
For additional information see Handbook 4000.1 available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.5.d.xi 
 

221.  6/17/15 What is the minimum 
down payment 
requirement for FHA? 
 

The maximum mortgage amount that FHA will insure on a specific purchase is calculated by multiplying the 
appropriate Loan-to-Value (LTV) percentage by the adjusted value.  In order for FHA to insure this maximum 
mortgage amount, the borrower must make a Minimum Required Investment (MRI) of at least 3.5 percent of the 
adjusted value.   
 
awL ǊŜŦŜǊǎ ǘƻ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ ƛƴ ŎŀǎƘ ƻǊ ƛǘǎ ŜǉǳƛǾŀƭŜƴǘ ǊŜǉǳƛǊŜŘ ōȅ {ŜŎǘƛƻƴ нлоόōύόфύ ƻŦ ǘƘŜ bŀǘƛƻƴŀƭ 
Housing Act, which represents at least 3.5 percent of the adjusted value of the property. 
 
Total required investment refers to the amount the borrower must contribute to the transaction including the 
ōƻǊǊƻǿŜǊΩǎ Řƻǿƴ ǇŀȅƳŜƴǘ ŀƴŘ ǘƘŜ ōƻǊǊƻǿŜǊ-paid transaction costs. The total required investment includes the 
MRI. 

4000.1  
II.A.2.a.iv; 
II.A.2.c.i-ii 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For additional information see Handbook 4000.1 II.A.2.a.iv; II.A.2.c.i-ii available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

222.  6/17/15 How do I determine the 
loan amount when I 
have a non-occupant 
co-borrower? 
 

A non-occupying borrower transaction refers to a transaction involving two or more borrowers in which one or 
more of the Borrower(s) will not occupy the property as their principal residence.  For non-occupying borrower 
transactions, the maximum Loan-to-Value (LTV) is 75 percent. The LTV can be increased to a maximum of 96.5 
percent if the borrowers are family members, provided the transaction does not involve:  

¶ A family member selling to a family member who will be a non-occupying co-borrower; or  

¶ A transaction on a two- to four-unit property.   
 
Family member is defined as follows, regardless of actual or perceived sexual orientation, gender identity, or legal 
marital status:   

¶ child, parent, or grandparent;  

¶ a child is defined as a son, stepson, daughter, or stepdaughter;  

¶ a parent or grandparent includes a step-parent/grandparent or foster parent/grandparent;  

¶ spouse or domestic partner;  

¶ legally adopted son or daughter, including a child who is placed with the borrower by an authorized agency for 
legal adoption;  

¶ foster child;  

¶ brother, stepbrother;  

¶ sister, stepsister;  

¶ uncle;  

¶ aunt; or  

¶ son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-law, or sister-in-law of the borrower.   
 
To be eligible, all occupying and non-occupying borrowers and co-borrowers must take title to the property in 
their own name or a living trust at settlement, be obligated on the Note or credit instrument, and sign all security 
instruments.   
 
For additional information see Handbook 4000.1 II.A.2.b.ii.(B) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  
 

4000.1 
II.A.2.b.ii.(B)  
 
Glossary 

223.  6/17/15 How do I calculate an 
FHA loan for a property 
involving a land 
contract? 
 

Properties to be acquired through an unrecorded land contact must be treated as a purchase.   
 
When the purpose of the new mortgage is to pay off an outstanding recorded land contract, the transaction is 
treated as a Rate and Term Refinance. The unpaid principal balance shall be deemed to be the outstanding 
balance on the recorded land contract.   
 

4000.1 
II.A.1.b.i.(A); 
II.A.8.d.vi.(A)(2) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For information on calculating mortgage amounts for Purchase Transactions see Handbook 4000.1 II.A.2 
 
For information on calculating mortgage amounts for Refinance Transactions see Handbook 4000.1 II.A.8.d 
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

224.  6/17/15 Do the requirements 
for 3-4 unit properties 
apply to both purchase 
and refinance 
transactions? 

The requirements that apply to 3-4 unit property purchase transactions also apply to all refinance transactions of 

3-4 unit properties.    

The requirements for 3-4 unit properties can be found in Handbook 4000.1 II.A.1.b.iv.(B)(3); II.A.4.d.i.(C); 
II.A.5.c.i.(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.1.b.iv.(B)(3); 
II.A.4.d.i.(C); 
II.A.5.c.i.(C) 

225.  6/17/15 Which appraisal do I 
use to calculate the 
loan amount when 
there is a second 
appraisal? 
 

The lender is prohibited from ordering an additional appraisal to achieve an increase in value for the property 

and/or the elimination or reduction of deficiencies and/or repairs required. 

With the exception of property flipping requirements, a second appraisal may only be ordered and relied upon if 

the Direct Endorsement (DE) Underwriter determines the first appraisal is materially deficient and the appraiser 

is unable or uncooperative in resolving the deficiency. 

On a transferred case, a second appraisal may only be ordered and relied on by the second lender under the 
following circumstances: 

¶ the first appraisal contains material deficiencies as determined by the DE Underwriter for the second lender; 

¶ the appraiser performing the first appraisal is prohibited from performing appraisals for the second lender; 

¶ the first lender fails to provide a copy of the appraisal to the second lender in a timely manner, and the 
failure would cause a delay in closing and harm to the borrower, including loss of interest rate lock, violation 
of purchase contract deadline, occurrence of foreclosure proceedings and imposition of late fees. 

 
PROPERTY FLIPPING 
A lender must obtain a second appraisal by another appraiser if:  

¶ the resale date of a property is between 91 and 180 days following the acquisition of the property by the seller; 
and  

¶ the resale price is 100 percent or more over the price paid by the seller to acquire the property.  
 
If the second appraisal supports a value of the property that is more than 5 percent lower than the value of the 

first appraisal, the lower value must be used to determine the adjusted value. 

24 CFR 203.37a (4) (iii) 
 
4000.1 
II.A.1.a.iii.(B)(8); 
II.A.1.b.iv.(A)(3)(b)(iii) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For information on ordering second appraisals see Handbook 4000.1 II.A.1.a.iii.(B)(8).  

For additional information on Property Flipping see Handbook 4000.1 II.A.1.b.iv.(A)(3)(b)(iii). 
 
Handbook 4000.1 is available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

226.  6/17/15 Does FHA allow non-
occupying co-borrowers 
on a multi-unit 
property? 
 

For non-occupying borrower purchase transactions, the maximum Loan-to-Value (LTV) is 75 percent. The LTV can 
be increased to a maximum of 96.5 percent if the borrowers are family members, provided the transaction does 
not involve:   

¶ a family member selling to a family member who will be a non-occupying co-borrower; or  

¶ a transaction on a two- to four-unit property. 
 
For additional information see 4000.1 II.A.2.b.ii.(B)(2) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.2.b.ii.(B)(2) 

227.  6/17/15 What rate do 
borrowers qualify at 
when using an ARM 
loan? 
 

The lender must underwrite the mortgage based on payments calculated using the initial interest rate. 
 
For 1-year ARMs, if the Loan-to-Value (LTV) is 95 percent or more, the lender must underwrite the mortgage 
based on payments calculated using the initial interest rate plus 1 percent.  If the LTV is less than 95 percent, the 
lender must underwrite the mortgage based on payments calculated using the initial interest rate.   
 
For additional information see 4000.1 II.A.8.f.vii available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.f.vii 

228.  6/17/15 Does FHA specify the 
length of the mortgage 
term? 
 

The maximum mortgage term may not exceed 30 years from the date that amortization begins. FHA does not 
require that mortgage terms be in five year multiples.  
 
For Adjustable Rate Mortgages (ARM) the mortgage be fully amortizing over a period of no more than 30 years.  
 
The maximum amortization period of a Streamline Refinance is limited to the lesser of:  

¶ the remaining amortization period of the existing mortgage plus 12 years; or  

¶ 30 years.  
 
For additional information see 4000.1 II.A.2.d; II.A.8.f.viii; II.A.8.d.vi.(C)(4)(i) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.2.d; 
 II.A.8.f.viii; 
II.A.8.d.vi.(C)(4)(i) 

229.  6/17/15 Are there any refinance 
restrictions for 
borrowers who re-
occupy their former 
investment property? 

A cash-out refinance transaction is only permitted on owner-occupied principal residences.  The property 
securing the cash-out refinance must have been owned and occupied by the borrower as their principal residence 
for the 12 months prior to the date of case number assignment.   
 
The maximum Loan-to-Value (LTV) for a rate and term refinance is:   

4000.1 
II.A.8.d.v.(A)(1); 
II.A.8.d.vi.(A)(2)(a) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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 ¶ 97.75 percent for principal residences that have been owner-occupied for previous 12 months, or owner-
occupied since acquisition if acquired within 12 months, at case number assignment.  

¶ 85 percent for a borrower who has occupied the subject property as their principal residence for fewer than 12 
months prior to the case number assignment date; or if owned less than 12 months, has not occupied the 
property for that entire period of ownership.   

 
For additional information see 4000.1 II.A.8.d available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

230.  6/17/15 How do I calculate the 
mortgage for an Energy 
Efficient Mortgage 
(EEM)? 
 

The maximum final base loan amount for an Energy Efficient Mortgage (EEM) is determined by adding the 
maximum financeable energy package amount to the initial maximum base loan amount.  
 
For new construction, the cost of the financeable energy package must be subtracted from the sales price when 
computing the adjusted value.   
 
When utilizing an EEM in conjunction with a 203(k) or Weatherization, the items included in the maximum 
financeable energy package must be excluded from the items included when calculating the initial maximum base 
loan amount under these programs.   
 
The maximum FHA Nationwide Mortgage Limit for an area may be exceeded by the maximum financeable energy 
package.   
 
The maximum amount of the energy package that can be added to the base loan amount is the lesser of:  

¶ the dollar amount of a cost-effective energy package as determined by the home energy audit; or 

¶ the lesser of 5 percent of:  
- the adjusted value;  
- 115 percent of the median area price of a single family dwelling; or  
- 150 percent of the national conforming mortgage limit.   

 
The lender must calculate the dollar amount of a cost-effective energy package as determined by the home 
energy audit, as shown in Handbook 4000.1 II.A.8.c.iii (Energy Package).  
 
The EEM Calculator, located in FHA Connection (FHAC) on the Case Processing screen, will perform the 
calculation of maximum financeable energy package. The EEM Calculator uses data entered for the mortgage to 
calculate the maximum energy package.  For a streamlined refinance, the EEM Calculator uses the appraised 
value from the initial transaction, contained within FHA Connection records, as the adjusted value.   
 
For additional information see 4000.1 II.A.8.c. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.c.v-vi 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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231.  6/17/15 What costs can be 
included in an Energy 
Efficient Mortgage 
(EEM)? 
 

The Energy Efficient Mortgage (EEM) program allows the lender to offer financing for cost-effective energy 
efficient improvements to an existing property at the time of purchase or refinancing or for upgrades above the 
established residential building code for new construction. 
 
Cost-Effective refers to the costs of the energy efficiency improvements that are less than the present value of 
the energy saved over the estimated useful life of those improvements.   
 
The energy package is the set of improvements agreed to by the borrower based on recommendations and 
analysis performed by a qualified home energy rater. The improvements can include energy-saving equipment, 
and active and passive solar and wind technologies. The energy package can include materials, labor, inspections, 
and the home energy assessment by a qualified energy rater. If the borrower desires, labor may include the cost 
of an EEM facilitator (general contractor).   
 
The maximum amount of the energy package that can be added to the base loan amount is the lesser of:   

¶ the dollar amount of a cost-effective energy package as determined by the home energy audit; or  

¶ the lesser of 5 percent of:  
τ the adjusted value;  
τ 115 percent of the median area price of a single family dwelling; or  
τ 150 percent of the national conforming mortgage limit.  

 
The maximum FHA Nationwide Mortgage Limit for an area may be exceeded by the maximum financeable energy 
package.   
 
For additional information see 4000.1 II.A.8.c. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.8.c 

232.  6/17/15 How do I calculate the 
loan amount for an FHA 
Short Refinance 
(negative equity)? 
 

The refinanced FHA-insured first mortgage must have a Loan-to-Value (LTV) ratio of no more than 97.75 percent 
and any new or re-subordinated mortgages must not result in a Combined Loan-to-Value (CLTV) ratio greater 
than 115 percent.   
 
New or re-subordinated secondary financing that permits the borrower to comply with the eligibility 
requirements of the program is permitted, subject to the following limitations:  

¶ the terms of the subordinate lien(s) must not provide for a balloon payment before 10 years, unless the 
property is sold or refinanced;  

¶ the terms must permit prepayment by the borrower, without penalty, after giving 30 days advance notice;  

¶ periodic payments, if any, must be collected monthly; and  

¶ if payments on subordinate financing are required, they must be included in the qualifying ratios unless 
payments are deferred until at least 36 months after disbursement.   

 

4000.1 
II.A.8.e. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The existing first lien holder must write off at least 10 percent of the unpaid principal balance of the mortgage 
that is being refinanced.   
 
For additional information see 4000.1 II.A.8.e. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

233.  6/17/15 How are energy 
efficient mortgage 
(EEM) improvements 
added to a Section 
203(k) loan? 
 

When utilizing an Energy Efficient Mortgage (EEM) in conjunction with a 203(k) or Weatherization, the items 
included in the maximum financeable energy package must be excluded from the items included when 
calculating the initial maximum base loan amount under these programs. 
 
The after improved value should be used to calculating the maximum financeable energy package and maximum 
mortgage amount. 
 
If the energy package is part of a Section 203(k) Rehabilitation Mortgage, then the escrowed amounts of the 
energy package must be included in the rehabilitation escrow account.  The mortgagee must follow the 203(k) 
Escrow Guidance found in Handbook 4000.1 II.A.8.a.xviii. 
 
For more information see Handbook 4000.1 II.A.8.c.vi; II.A.8.c.viii; II.A.8.c.x.(A); II.A.8.c.xi; II.A.8.a.xviii available at  
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1  
II.A.8.c.vi; 
II.A.8.c.viii; 
II.A.8.c.x.(A); 
II.A.8.c.xi; 
II.A.8.a.xviii 

234.  6/17/15 Can the cost of a solar 
lease be prepaid or 
financed through a Title 
II FHA-insured 
mortgage? 

The borrower must own, not lease, solar or wind energy systems for the systems to be considered eligible 
improvements. Leased equipment and Solar Power Purchase Agreements (SPPA) may not be financed under any 
FHA Title II programs. 
 
The mortgagee must ensure that the value of an energy system that is not fully owned by the borrower, and part 
of the real property, is not included in the property value.   
 
For additional information see Handbook 4000.1 II.A.3.a.iv; II.A.8.a.m.iii. available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 II.A.3.a.iv; II.A.8.a.m.iii 

235.  6/17/15 What are the guidelines 
for borrowers with a 
previous mortgage 
foreclosure or deed-in-
lieu of foreclosure for a 
manually underwritten 
mortgage? 
 

A borrower is generally not eligible for a new FHA-insured mortgage if the borrower had a foreclosure or a deed-
in-lieu of foreclosure in the three-year period prior to the date of case number assignment. This three-year period 
begins on the date in which title transferred from the borrower. 
 
If the credit report does not indicate the date of the foreclosure or deed-in-lieu of foreclosure, the lender must 
obtain the Settlement Statement, deed or other legal documents evidencing the date of property transfer. 
 
If the foreclosure or deed-in-lieu ƻŦ ŦƻǊŜŎƭƻǎǳǊŜ ǿŀǎ ǘƘŜ ǊŜǎǳƭǘ ƻŦ ŀ ŎƛǊŎǳƳǎǘŀƴŎŜ ōŜȅƻƴŘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎƻƴǘǊƻƭΣ 
the lender must obtain an explanation of the circumstance and document that the circumstance was beyond the 
ōƻǊǊƻǿŜǊΩǎ ŎƻƴǘǊƻƭΦ 
 

4000.1 
II.A.5.a.iii.(I) 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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The lender may grant an exception to the three-year requirement if the foreclosure was the result of 
documented extenuating circumstances that were beyond the control of the borrower, such as a serious illness 
or death of a wage earner, and the borrower has re-established good credit since the foreclosure. 
 
Divorce is not considered an extenuating circumstance, however, an exception may be granted where a 
ōƻǊǊƻǿŜǊΩǎ ƳƻǊǘƎŀƎŜ ǿŀǎ ŎǳǊǊŜƴǘ ŀǘ ǘƘŜ ǘƛƳŜ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŘƛǾƻǊŎŜΣ ǘƘŜ ŜȄ-spouse received the property, and 
the mortgage was later foreclosed. 
The inability to sell the property due to a job transfer or relocation to another area does not qualify as an 
extenuating circumstance. 
 
For additional information see Handbook 4000.1 II.A.5.a.iii.(I) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

236.  6/17/15 What are FHA's policies 
regarding credit history 
when manually 
underwriting a 
mortgage? 
 

The underwriter must examine the borrower's overall pattern of credit behavior, not just isolated unsatisfactory 
or slow payments, to determine the borrower's creditworthiness. 
 
The underwriter must evaluate the borrower's payment histories in the following order:  
(1) previous housing expenses and related expenses, including utilities;  
(2) installment debts; and  
(3) revolving accounts. 
 
The underwriter may consider a borrower to have an acceptable payment history if the borrower has made all 
housing and installment debt payments on time for the previous 12 months and no more than two 30-day late 
mortgage or installment payments in the previous 24 months.  
 
The underwriter may approve the borrower with an acceptable payment history if the borrower has no major 
derogatory credit on revolving accounts in the previous 12 months.  
 
Major derogatory credit on revolving accounts must include any payments made more than 90 days after the due 
date, or three or more payments more than 60 days after the due date. 
 
LŦ ŀ ōƻǊǊƻǿŜǊΩǎ ŎǊŜŘƛǘ ƘƛǎǘƻǊȅ ŘƻŜǎ ƴƻǘ ǊŜŦƭŜŎǘ ǎŀǘƛǎŦŀŎǘƻǊȅ ŎǊŜŘƛǘ ŀǎ ǎǘŀǘŜŘ ŀōƻǾŜΣ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǇŀȅƳŜƴǘ ƘƛǎǘƻǊȅ 
requires additional analysis. 
¢ƘŜ ƭŜƴŘŜǊ Ƴǳǎǘ ŀƴŀƭȅȊŜ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŘŜƭƛƴǉǳŜƴǘ ŀŎŎƻǳƴǘǎ ǘƻ ŘŜǘŜǊƳƛƴŜ ǿƘŜǘƘŜǊ ƭŀǘŜ ǇŀȅƳŜƴǘǎ ǿŜǊŜ ōŀǎŜŘ ƻƴ 
a disregard for financial obligations, an inability to manage debt, or extenuating circumstances. The lender must 
document this analysis in the mortgage file. Any explanation or documentation of delinquent accounts must be 
consistent with other information in the file. A borrower may only approve with a credit history not meeting the 
satisfactory credit history above if the underwriter has documented the delinquency was related to extenuating 
circumstances. 

4000.1 
II.A.5.a.iii 
 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh
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For additional information see Handbook 4000.1.II.A.5.a.iii available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

237.  6/17/15 How are judgments 
considered for FHA 
financing when 
manually underwriting 
a mortgage? 
 

Judgment refers to any debt or monetary ƭƛŀōƛƭƛǘȅ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΣ ŀƴŘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǎǇƻǳǎŜ ƛƴ ŀ ŎƻƳƳǳƴƛǘȅ 
property state unless excluded by state law, created by a court, or other adjudicating body. 
The lender must verify that court-ordered judgments are resolved or paid off prior to or at closing. Judgments of 
a non-borrowing spouse in a community property state must be resolved or paid in full, with the exception of 
obligations excluded by state law.  
 
Regardless of the amount of outstanding Judgments, the lender must also determine if the judgment was a result 
of:  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŘƛǎǊŜƎŀǊŘ ŦƻǊ ŦƛƴŀƴŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎΤ  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƛƴŀōƛƭƛǘȅ ǘƻ ƳŀƴŀƎŜ ŘŜōǘΤ ƻǊ 

¶ extenuating circumstances.  

EXCEPTION 
A judgment is considered resolved if the borrower has entered into a valid agreement with the creditor to make 
regular payments on the debt, the borrower has made timely payments for at least three months of scheduled 
payments and the judgment will not supersede the FHA-insured mortgage lien. The borrower cannot prepay 
scheduled payments in order to meet the required minimum of three months of payments.  
¢ƘŜ ǇŀȅƳŜƴǘ ŀƳƻǳƴǘ ƛƴ ǘƘŜ ŀƎǊŜŜƳŜƴǘ Ƴǳǎǘ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ ƭƛŀōƛƭƛǘƛŜǎ ŀƴŘ ŘŜōǘΦ  
The lender must obtain a copy of the agreement and evidence that payments were made on time in accordance 
with the agreement. 
 
The lender must provide the following documentation:  

¶ evidence of payment in full, if paid prior to settlement;  

¶ the payoff statement, if paid at settlement; or  

¶ the payment arrangement with creditor, if not paid prior to or at settlement, and a subordination agreement 
for any liens existing on title.  

 
For additional information see Handbook 4000.1 II.A. 5.a. iii.(G) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
5.a. iii.(G) 

238.  6/17/15 How are disputed credit 
accounts considered 
when using the TOTAL 
Scorecard? 
 

Disputed derogatory credit account refers to disputed charge off accounts, disputed collection accounts, and 
disputed accounts with late payments in the last 24 months.  If the credit report utilized by TOTAL Mortgage 
Scorecard indicates that the borrower has $1,000 or more collectively in disputed derogatory credit accounts, the 
mortgage must be downgraded to a Refer and manually underwritten.  
 
Exclusions from the $1,000 cumulative balance include:  

4000.1 
II.A.4.b.iii.(B)-(C) 
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¶ disputed medical accounts; and  

¶ disputed derogatory credit resulting from identity theft, credit card theft or unauthorized use. To exclude these 
balances, the lender must include a copy of the police report or other documentation from the creditor to 
support the status of the accounts.  

¶ Accounts of a non-borrowing spouse in a community property state 

¶ Non-derogatory disputed accounts 
 

NON-DEROGATORY DISPUTED ACCOUNTS AND DISPUTED ACCOUNTS NOT INDICATED ON THE CREDIT REPORT 

Non-derogatory disputed accounts include the following types of accounts:  

¶  disputed accounts with zero balance;  

¶  disputed accounts with late payments aged 24 months or greater; and  

¶  disputed accounts that are current and paid as agreed.  
 
If a borrower is disputing non-derogatory accounts, or is disputing accounts which are not indicated on the credit 
report as being disputed, the lender is not required to downgrade the application to a Refer.  However, the 
lender must analyze the effect of the disputed accoǳƴǘǎ ƻƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŀōƛƭƛǘȅ ǘƻ ǊŜǇŀȅ ǘƘŜ ƳƻǊǘƎŀƎŜΦ  LŦ ǘƘŜ 
ŘƛǎǇǳǘŜ ǊŜǎǳƭǘǎ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ ŘŜōǘ ǇŀȅƳŜƴǘǎ ǳǎŜŘ ƛƴ ŎƻƳǇǳǘƛƴƎ ǘƘŜ ŘŜōǘ-to-income being less than 
the amount indicated on the credit report, the borrower must provide documentation of the lower payments. 
 
For additional information see Handbook 4000.1 II.A.4.b.iii.(B)-(C) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

239.  6/17/15 How are disputed credit 
accounts considered for 
manually underwritten 
loans? 

Disputed derogatory credit account refers to disputed charge off accounts, disputed collection accounts, and 
disputed accounts with late payments in the last 24 months.  
 
If the credit report indicates that the borrower is disputing derogatory credit accounts, the borrower must 
provide a letter of explanation and documentation supporting the basis of the dispute.  
 
If the disputed derogatory credit resulted from identity theft, credit card theft or unauthorized use balances, the 
mortgagee must obtain a copy of the police report or other documentation from the creditor to support the 
status of the accounts. 
 
If the borrower has $1,000 or more collectively in disputed derogatory credit accounts, the lender must include a 
monthly payment in the bƻǊǊƻǿŜǊΩǎ ŘŜōǘ ŎŀƭŎǳƭŀǘƛƻƴΦ  
 
The following items are excluded from the $1,000 cumulative balance:  

¶ disputed medical accounts; and  

¶ disputed derogatory credit resulting from identity theft, credit card theft or unauthorized use.  

4000.1 
II.A.5.a.iii.(F); 
II.A.5.a.iv.(K)-(L) 
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¶ accounts of a non-borrowing spouse in a community property state.  

 
If a borrower is disputing non-derogatory accounts, or is disputing accounts which are not indicated on the credit 
report as being disputed, the lender must analyze the effect of the disputed accounts on the bƻǊǊƻǿŜǊΩǎ ŀōƛƭƛǘȅ ǘƻ 
repay the loan. If the dispute results in the bƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘƭȅ ŘŜōǘ ǇŀȅƳŜƴǘǎ ǳǘƛƭƛȊŜŘ ƛƴ ŎƻƳǇǳǘƛƴƎ ǘƘŜ debt-to-
income (DTI) ratio being less than the amount indicated on the credit report, the borrower must provide 
documentation of the lower payments. 
 
Non-derogatory disputed accounts include the following types of accounts:  

¶ disputed accounts with zero balance;  

¶ disputed accounts with late payments aged 24 months or greater; or  

¶ disputed accounts that are current and paid as agreed.  

 
For additional information see Handbook 4000.1 II.A.5.a.iii.(F); II.a.5.iv.(K)ς(L) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

240.  6/17/15 Do I have to take into 
account the credit and 
debts of a non-
purchasing spouse in a 
community property 
state? 
 

The lender must not consider the credit history of a non-borrowing spouse. The non-ōƻǊǊƻǿƛƴƎ ǎǇƻǳǎŜΩǎ ŎǊŜŘƛǘ 
history is not considered a reason to deny a mortgage application.  If the borrower resides in a community 
property state or the property being insured is located in a community property state, debts of the non-
ōƻǊǊƻǿƛƴƎ ǎǇƻǳǎŜ Ƴǳǎǘ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ǉǳŀƭƛŦȅƛƴƎ ǊŀǘƛƻǎΣ ŜȄŎŜǇǘ ŦƻǊ ƻōƭƛƎŀǘƛƻƴǎ ǎǇŜŎƛfically 
excluded by state law. The lender must:  

¶ verify and document the debt of the non-borrowing spouse.  

¶ make a note in the file referencing the specific state law that justifies the exclusion of any debt from 
consideration.  

¶ obtain a credit report for the non-borrowing spouse in order to determine the debts that must be included 
in the liabilities. The credit report for the non-borrowing spouse is for the purpose of establishing debt only, 
and is not submitted to TOTAL Mortgage Scorecard for the purpose of credit evaluation. The credit report 
for the non-borrowing spouse may be traditional or non-traditional. 

 
For additional information see Handbook 4000.1 II.A.4.b.iv.(F); II.A.5.b.i, II.A.5.a.iv.(E) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

4000.1 
II.A.4.b.i; 
II.A.4.b.iv.(F); 
II.A.5.a.i; 
II.A.5.a.iv.(E) 

241.  6/17/15 Does FHA require 
collections to be paid 
off for a borrower to be 
eligible for FHA 
financing? 
 

! ŎƻƭƭŜŎǘƛƻƴ ŀŎŎƻǳƴǘ ǊŜŦŜǊǎ ǘƻ ŀ ōƻǊǊƻǿŜǊΩǎ ƭƻŀƴ ƻǊ ŘŜōǘ ǘƘŀǘ Ƙŀǎ ōŜŜƴ ǎǳōƳƛǘǘŜŘ ǘƻ ŀ ŎƻƭƭŜŎǘƛƻƴ ŀƎŜƴŎȅ ōȅ ŀ 
creditor.  
 
If the credit reports used in the analysis show cumulative outstanding collection account balances of $2,000 or 
greater, the lender must:  

¶ verify that the debt is paid in full at the time of or prior to settlement using an acceptable source of funds;  

¶  verify that the borrower has made payment arrangements with the creditor and include the monthly payment 

4000.1 
II.A.4.b.iv.(L);   
II.A.5.a.iii.(D); 
A.5.a.iv.(N) 
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ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŘŜōǘ-to-income (DTI) ratio; or  

¶  if a payment arrangement is not available, calculate the monthly payment using 5 percent of the outstanding 
ōŀƭŀƴŎŜ ƻŦ ŜŀŎƘ ŎƻƭƭŜŎǘƛƻƴ ŀƴŘ ƛƴŎƭǳŘŜ ǘƘŜ ƳƻƴǘƘƭȅ ǇŀȅƳŜƴǘ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ 5¢LΦ  

 
Collection accounts of a non-borrowing spouse in a community property state must be included in the $2,000 
ŎǳƳǳƭŀǘƛǾŜ ōŀƭŀƴŎŜ ŀƴŘ ŀƴŀƭȅȊŜŘ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŀōility to pay all collection accounts, unless excluded 
by state law.  
 
Unless the lender uses 5 percent of the outstanding balance, the lender must provide the following 
documentation:  

¶ evidence of payment in full, if paid prior to settlement;  

¶  the payoff statement, if paid at settlement; or  

¶  the payment arrangement with creditor, if not paid prior to or at settlement.  

For manually underwritten loans, the lender must determine if collection accounts were a result of:  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŘƛǎǊŜƎŀǊŘ ŦƻǊ ŦƛƴŀƴŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎΤ  

¶ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ƛƴŀōƛƭƛǘȅ ǘƻ ƳŀƴŀƎŜ ŘŜōǘΤ ƻǊ  

¶  extenuating circumstances.  
 

The lender must document reasons for approving a mortgage when the borrower has any collection accounts. 
The borrower must provide a letter of explanation, which is supported by documentation, for each outstanding 
collection account. The explanation and supporting documentation must be consistent with other credit 
information in the file. 
For additional information see Handbook 4000.1 II.A.4.b.iv.(L); II.A.5.a.iii.(D), II.A.5.a.iv.(N) available at 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh  

242.  6/17/15 Is a borrower eligible 
for FHA insured 
financing if he or she 
does not have any 
credit history? 
 

[ŀŎƪ ƻŦ ǘǊŀŘƛǘƛƻƴŀƭ ŎǊŜŘƛǘ ƻǊ ŀ ōƻǊǊƻǿŜǊΩǎ ŘŜŎƛǎƛƻƴ ǘƻ ƴƻǘ ǳǎŜ ŎǊŜŘƛǘ Ƴŀȅ ƴƻǘ ōŜ ǳǎŜŘ ŀǎ ǘƘŜ ǎƻƭŜ ōŀǎƛǎ ŦƻǊ ǊŜƧŜŎǘƛƴƎ 
the mortgage application. For borrowers without a credit score, the lender must obtain a Non-Traditional 
aƻǊǘƎŀƎŜ /ǊŜŘƛǘ wŜǇƻǊǘ όb¢a/wύ ŦǊƻƳ ŀ ŎǊŜŘƛǘ ǊŜǇƻǊǘƛƴƎ ŎƻƳǇŀƴȅ ƻǊ ƛƴŘŜǇŜƴŘŜƴǘƭȅ ŘŜǾŜƭƻǇ ǘƘŜ .ƻǊǊƻǿŜǊΩǎ 
credit history. 
 
A NTMCR is used to access the credit history of a borrower who does not have trade references that appear on 
traditional credit reports and is used as 

¶ a substitute for a Tri-Merged Credit Report (TRMCR) or a Residential Mortgage Credit Report (RMCR); or 

¶ a supplement to a traditional credit report with an insufficient number of trade items. 
 
To be sufficient to establish credit history, 3 credit references must be used, including at least 1 of the following:  

¶ rental housing payments (requires independent verification if borrower is a renter);  

4000.1  
II.A.5.a.ii.(B) 
II.A.5.d.iii 
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